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As Lsummary measure of the impact of 
a Federal fiscal program on aggregate 
demand is a useful tool for economic 
analysis. I t has long been recognized 
that actual budget surpluses or deficits 
are deficient for this purpose. A major 
source of the deficiency is that changes 
in actual surpluses or deficits reflect 
changes in receipts or expenditures that 
are automatic responses to fluctuations 
in economic activity, that is, they reflect 
changes that are not due to discretion
ary fiscal policy, such as new legislation. 
The high-emplojrment budget provides 
a better tool because it removes these 
changes by measuring receipts and ex
penditures as they would be at high 
lempoyment. 

The concept of the high-employment 
budget originated in 1947 in a policy 
statement by the Conmiittee for Eco
nomic Development.^ It was used in 
the Economic Report oj the President 
for the first time in 1962, and since then 
it has been prominent in discussions 
of fiscal policy. 

1. Taxes and the Budget: A Program for Prosperity in a Free 
Economy (New Yort: Committee for Economic Develop
ment, 1947). For a discussion of the history of the high-em
ployment hudget or, as it was once called, the full employ
ment hudget, see Herbert Stein, The Fiscal RevohUion in 
America (Chicago: University of Chicago Press, 1969), 
especially chapter 9. 
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In the past, the Council of Economic 
Advisers (CEA) provided the ofiicial 
estimates of the high-employment budg
et. This article presents a new set of 
estimates, for the period from 1955 
through the second quarter of 1980, 
prepared jointly by the Bureau of 
Economic Analysis, the CEA, the 
Federal Reserve Board, the OflB.ce 
of Management and Budget, and the 
Treasury Department. With the publi
cation of the new estimates, BEA 
assumes responsibility for the main
tenance and improvement of current 
and historical high-employment budget 
estimates. Current quarterly estimates 
will be published in the SUHVEY OF 
CTTERENT BUSINESS. The CEA will 
retain responsibility for projections of 
the high-employmient budget, and for 
aU estimates of potential, i.e., high-
employment GNP and high-employ
ment labor force, which are used in 
estimating the high-employment 
budget. 

The relation between the actual 
and high-employment surplus or deficit 
can be explained by reference to chart 2.̂  
In the chart, the vertical axis measures 
the budget surplus or deficit and the 
horizontal axis measures the ratio of 
GNP to high-employment GNP. For 

2. For sunilar diagrams, see the Economic Report of The 
President (Washington, D.C.: U.S. Government Printing 
Office, January 1982), p. 79: and Joseph A. Pechman, Federal 
Tax Policy, 3d ed. (Washington, D.C.: The Brookings 
Institution, 1977), p. 14. 

the fiscal program of year 1, the relation 
between GNP and the surplus or deficit 
is depicted by the line labeled "year 1." 
The positive slope of the line reflects 
the changes in receipts and expendi
tures that are mainly automatic re-
ponses to fluctuations in economic 
activity. For example, unemployment 
benefits vary inversely with economic 
activity and income tax receipts vary 
directly. For year 1, GNP as a percent
age of high-employment GNP is repre
sented by the point "year 1" on the 
horizontal axis, and the actual deficit 
is equal to "actual, year 1" on the 
vertical axis. The high-employment 
surplus is equal to "high-employment, 
year 1" on the same axis, corresponding 
to the high-employment point on the 
horizontal axis. 

For the year 2 fiscal program, the 
relation between GNP and the 
surplus or deficit is depicted by the 
line labeled "year 2." The do^vnwa^d 
shift in the line indicates a more ex
pansionary fiscal program—expendi
tures have been increased or tax rates 
reduced. The expansionary change is 
reflected in a fall in the high-employ
ment surplus from year 1 to year 2 on 
the vertical axis. Suppose that the 
change in the fiscal program together 
•\vith other factors—^for example, a 
monetary policy that stimulates final 
demand—cause GNP to increase as a 
percentage of high-employment GNP 

Relation Between Actual and High-Employment Surplus or Deficit 

CHART 2 

Surplus 
oftdeficit 

Jiscal program 
year,l , \ 

to "year 2" on the horizontal axis. 
Under these conditions, there is an 
actual surplus in year 2, compared ^vith 
an actual deficit in year 1. The high-
employment budget shows—correctly— 
an expansionary policy move; the 
actual budget does not. The contrast is 
due to the fact that the high-em
ployment budget reflects only the shift 
from the year 1 line to the year 2 line; 
the actual budget reflects both the 
shift from the year 1 line to the year 2 
line and movement along the year 
2 line. 

This chart also can be used to explain 
the estimating work that underlies the 
high-employment budget. This budget 
can be viewed as the intersection of 
fiscal program lines and the high-
employment GNP line, both of which 
must be estimated. This article de
scribes in detail the way BEA estimates 
the fiscal program lines; the way 
high-employment GNP is estimated by 
the CEA is described more briefly. 

The practical importance of dis
tinguishing between the actual and the 
high-employment surplus or deficit can 
be illustrated by developments in 
1973-74. From the fourth quarter of 
1973 to the fourth quarter of 1974, the 
actual deficit increased from $5.3 billion 
(annual rate) to $21.7 billion, and as a 
percentage of GNP, changed from 
—0.4 to —1.5 (chart 3).' In contrast, 
the high-employment budget moved 
from a deficit of $5.9 billion to a surplus 
of $8.3 billion, and as a percentage of 
potential GNP, moved from —0.4 to 
0.5. The contrasting changes indicate 
that the increase in the actual deficit 
was not due to discretionary fiscal 
policy, but instead was due to auto
matic responses—to a drop in tax 
receipts and an increase in transfer pay
ments accompanying the onset of the 
1974-75 recession. 

This discussion of developments in 
1973-74 is representative of one of the 
ways in which the high-employment 
budget has been used in economic 
analysis. I t has also been used in 
econometric studies where the impact of 

U S Departmeat of Caramerce Bureau af Economic Analysis 

3. These estimates, like all estimates of receipts, expendi
tures, and surplus or deficit in this article, are based on the 
Federal Government sector of the national income and prod
uct accounts. For the relation between these estimates and 
the unified budget, see "Federal Fiscal Programs" in the 
February 19S0 SURVEY OF OUKEENT BUSINESS. 
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CHART 3 

Actual and High-Employment Surplus or Deficit 

Percent 

i< 

High^ettiployment • 
(Percentage of potential GNP) 

-5 -

- 6 - ' 

I I I 

Actual 
(Percentage of actual GNP) 

I I I I I I I ' ' ' I I I I I I I I I I I I I I I I I I I I t 1 I I I 

1955 57 59 61 

U.S. Department of Commerce, Bureau of Economic Analysis 

63 65 67 69 71 

fiscal programs is a variable along with 
others, such as measures of the impact 
of monetary pohcies, used to explain 
economic activity.* Other uses of the 
high-employment budget have been in 

^setting rules of thumb for budgetary 
policy. For example, the Economic 

' 'Report of The President for 1973 
, stated, in referring to the budget, 

that "constancy of the balance at fuU 
•employment is the best single guide 

^to budget policy that neither pushes 
the economy above its desired growth 

^ rate nor holds the economy below 
. it." = 

The next section summarizes the 
^procedures used to estimate the high-
., employment budget. It highlights two 
important innovations: the use of a 
"gross-up method" of estimating high-

4. See, for example, Leonall C. Andersen and Jerry L. Jordan, 
' 'Monetary and Fiscal Action: A Test of Their Relative 
Importance in Economic Stabilization," Federal Keserve 

.(Bank of St. Louis, Monthly Review (November 1968), pp. 
11-24, and Edward M. Gramllich, "The Usefulness of Mon
etary and Fiscal Policy as Discretionary Stabilization Tools," 
Journal of Money, Credit, and Banking (May 1971), pp. 506-32. 

5. Economic Report of the President (January 1973), p. 74. 
' See also a report to the Organization tor Economic Coopera

tion and Development, by Paul McCracken et al.. Toward 
Full Employment and Price Stahi'ity (Paris: Organization 
for Economic Cooperation and Development, 1977), especi-

I ally pp. 326-29, and Committee for Economic Development, 
Taxes and the Budget: A Program for Prosperity in a Free 

, Economy (New York: Committee for Economic Develop
ment, 1947). 

employment income shares and receipts, 
and estimation of high-employment 
levels for expenditure categories in addi
tion to unemployinent benefits. It also 
discusses limitations of the high-em
ployment budget—most importantly, 
its inability to deal adequately ^^dth 
inflation in measuring receipts and 
expenditures. Thereafter, the new esti
mates of the high-employment budget 
for 1955-80 are presented. The final 
section describes in detail the method
ologies and results for individual 
components. 

Overview of the Methodology 

This section suinmarizes the steps in 
constructing the new estimates of the 
high-employment budget. The flow dia
gram in chart 4 sets out these steps. 
The first steps—shown on the left and 
right sides, respectively, of the fiow 
diagram—are the estimation of a GNP 
gap, based on potential and actual 
GNP, and of an unemployment rate 
gap, based on high-employment and 
actual unemployment rates. The GNP 
gap reflects deviations from the smooth 
growth path of potential GNP and 
serves as the cyclical variable in the 
estimation of high-employment income 

shares and receipts. The unemployment 
rate gap reflects deviations from the 
unemployment rate associated with po
tential GNP and serves as the cyclical 
variable in the estimation of high-
employm.ent expenditures. 

The GNP gap (current and lagged) 
is the principal variable used to esti
mate gross-ups, i.e., differences between 
estimated high-employment and esti
mated actual levels, for wages and 
salaries and for the other income shares. 
The income shares gross-ups, in turn, 
are used together with tax elasticities 
to estimate receipts gross-ups, i.e., 
differences between estimated high-
employment and estimated actual levels 
of tax receipts. Receipts gross-ups are 
positive when potential GNP is above 
actual GNP. Receipts gross-ups are 
added to actual tax receipts to arrive 
at high-employment receipts. 

The unemployment rate gap (current 
and lagged) is the principal input in the 
estimation of expenditure adjustments, 
i.e., differences between estimated high-
employment and estimated actual ex
penditures for seven cyclically sensitive 
expenditure categories. Expenditure ad
justments are negative when the actual 
unemployment rate is above the high-
employment unemployment rate be-
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Steps in Estimating the High-Employment Budget 

. ^. 
Potential GNP 

and 
Actual GNP 

: ^ ' : - '' V ' ^ : ' ^' 
-

GNP g a p = 
Potential GNP-actua l GNP 

Potential GNP 

' '' 
Income shares gross ups 

Wages and salaries 
Ottier labor income and employer 

contributions for social 
insurance 

Corporate profits 
Proprietors' income 
Interest and rental income 
Residual 

' 
\ 

' ' . 
Receipts gross ups 

Personal income tax 
Corporate profits tax 
Indirect business taxes 
Contributmns for social 

insurance 

. " ' ' ^ ' l - y ^ . , , c 

Receipts gross ups 
-1- Actual receipts 
= High employment receipts 

^ 

'>tV 

H 
- H 
= H 

t - . . , , ( ' 

V ' ^ * 

High-employment unemployment rate 
and 

Actual unemployment rate 

Unemployment rate gap = 
High employment unemployment rate -

actual unemployment rate 

Expenditure adjustments 
Unemployment benefits 
Old age and survivors' benefits 
Disability benefits 
Food stamps 
Aid to families with dependent 

children 
Medicaid 
Gl Bdl 

- ^ U l " ^ 

1 

,' '^ 

'"-- ' 

' •••^.•. 1 h^ - . ." 
Expenditure adiustments 

•1- Actual expenditures 
= High employment expenditures 

igh employment receipts 
igh employment expenditures 
Igh employment surplus or deficit 

. "^ ' J N 

^ 1 i l J. 

i 

i 

s 
1 

-_ 

1 

' 

" 
~ 

,. 
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cause increasing unemployment causes 
cyclically sensitive expenditures to in
crease. The expenditure adjustments 
are added to actual expenditures to 
arrive at high-employment expendi
tures. 

This method of constructing the high-
employment budget resembles earlier 
methods, but there are two important 
innovations. One is the gross-up method 
of estimating high-employment income 
shares and receipts. The gross-up 
method consists of obtaining dift'erences 
between estimated high-employment 
and estimated actual income shares or 
receipts and adding these differences to 
actual levels to obtain high-employment 
levels.* Earlier methods estimated high-
employment levels directly and did not 
ensure, as the gross-up method does, 

that actual and high-employment re
ceipts are equal when the economy is at 
potential GNP. The second innovation 
consists of estimating high-employment 
levels for six cyclically sensitive ex
penditure categories in addition to 
unemployment benefits, the only pro
gram for which earlier methods 
estimated high-employment expendi
tures.' The additional categories are 
old-age and survivors benefits, disability 
benefits, food stamps, aid to families 
with dependent children, medicaid, and 
veterans education benefits (GI bill). 

The remainder of this section sum
marizes, in turn, the methods used to 

6. A discu-ssion of the gross-up method (although the term 
"gross-up" is not used) appears in Michael E. Levy, Fiseai 
Policy Cycles and Growth (New York: The Conference Board, 
1963), pp. 93-94, 103-8. 

CHART 4 estimate the high-employment un
employment rate and potential GNP, 
the income shares gross-ups, the re- -
ceipts gross-ups, and the expenditure 

_,„ „_« adjustments. 
,^ ' . : - J 

The high-employment unemploy
ment rate and potential GNP 

The high-employment unemployment'' 
rate and potential GNP serve as ref
erence paths from which cychcal de
viations are measured. The estimation 
of the high-employment unemployment 
rate and potential GNP is complex; 
the following is only a summary.^ •̂  

Unlike changes in the actual unem
ployment rate, changes in the high-
employment unemployment rate do " 
not reflect cyclical changes in unem- , 
ployment; both the actual and high-
employment rates, however, reflect'' 
changes in age and sex composition and 
trends in unemployment rate differen
tials among groups. Because unemploy- ^ 
ment rates vary greatly by age and ., 
sHghtly by sex, the overall unemploy
ment rate will change when the age-sex '' 
composition of unemployment changes , 
even if the rate for each individual age-
sex group stays the same. However, the 
rates for the various groups have not ; 
remained the same. Since the mid-
1950's, the combined effects of an in-'*' 
crease in the proportion of young perr ...̂  
sons in the labor force and an increase 
in their unemployment rate relative^ ^ 
to the overall rate have been to raise the, .̂  
high-employment unemployment rate 
from 4 percent in 1955, the year as-^' 
sumed to represent high-employment,,,. 
to 5.1 percent in 1979. The high-em
ployment and actual unemployment'^ 
rates, and the gap between them, are,.,.-. 
sho\vn in table 1. 

Potential real GNP, i.e., potential" ' 
GNP in 1972 dollars, is an estimate of.^ 
output the economy could produce at 
the high-employment unemployment* ' 
rate with existing working-age popula-^ ^ 

7. The first study of the cychcal sensitivity of expenditures 
other then unemployment benefits was by Nancy H.' "^ 
Teeters, "Built-in Flexibility of Federal Expenditiu-es," 
Brookings Papers on Economic Activity, ho. 3 (1971), pp. 615-S8.>'*' 
The estimates presented in this article rely on a recent study 
by Darwin O. Johnson, "Sensitivity of Federal Expenditures »-. 
to Unemployment," Office of Management and Budget 
technical staff paper (April 1980). Johnson examined the jti 
cyclical sensitivity of Federal expenditures other than the 
ones covered in the now estimates, and found them to be^^ 
relatively invariant to tho business cycle. 

8. A detailed description appears in Peter K. Olark, 
"Potential GNP in the United States, 1948-80," Review of 
Income and Wealth (June 1979), pp. 141-65, and in the Eco 
rwmie Report of the President tor 1977,1978,1979, and 1980. .' 
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Table 1 .—High-Employment and Actua l U n e m p l o y m e n t Rate a n d GNP 

Year 
and 

quarter 

1955.— — 
1956 
1957 
1958 
1959 

1960-
1961 
11,62.— 
1963 . . 
1964 . . 

1965 
1966 
1967 
1968 
1969-

1970 . . . . 
1971 . 
1972... 
1973 
1974.— 

1975 
1976 
1977 
1978.. . 
1979 

1955: 
I 
I I 
I l l 
IV. 

1956: 
I 
I I 
I I I 
IV 

1957: 
I 
n I l l 
IV. 

1958: 
I . 
I I 
I l l 
rv 

1959: 
I 
I I 
m rv 

I960: 
I 
I I 
I l l 
rv 

1961: 
I 
I I 
I l l 
IV. 

1962: 
I 
I I 
ni rv .. 

1963: 
I 
I I 
I l l . . . 
IV 

1964: 
I 
I I . 
I I I . 
rv 

1965: 
I 

Unemployment rate 

High-
employ

ment 

(1) 

4.0 
4.0 
4.0 
4.0 
4.1 

4.2 
4.2 
4.2 
4.3 
4.3 

4.4 
4.5 
4.4 
4.5 
4.6 

4.7 
. 4.8 

4.9 
4.9 
5.0 

5.1 
5.1 
5.1 
5.1 
6.1 

4.0 
4.0 
4.0 
4.0 

4.0 
4.0 
4.0 
4.0 

4.0 
4.0 
4.0 
4.0 

4.0 
4.0 
4.0 
4.1 

4.1 
4.1 
4.1 
4.1 

4.1 
4.1 
4.2 
4.2 

4.2 
4.2 
4.2 
4.2 

4.2 
4.2 
4.2 
4.2 

4.2 
4.2 
4.3 
4.3 

4.3 
4.3 
4.4 
4.4 

4.4 

Actual 

(2) 

4.4 
4.1 
4.3 
6.8 
5.5 

5.5 
6.7 
5.5 
5.7 
5.2 

4.5 
3.8 
3.8 
3.6 
3.5 

4.9 
5.9 
5.6 
4.9 
5.6 

8.5 
7.7 
7.0 
6.0 
5.8 

4.7 
4.4 
4.1 
4.2 

4.0 
4.2 
4.1 
4.1 

4.0 
4.1 
4.2 
4.9 

6.3 
7.4 
7.3 
6.4 

5.8 
5.1 
5.3 
5.6 

5.2 
5.2 
5.6 
6.3 

6.8 
7.0 
6.8 
6.2 

5.6 
5.5 
5.6 
5.5 

5.8 
5.7 
5.5 
5.6 

5.5 
5.2 
5.0 
5.0 

4.9 

Gap 
col. (1) 

less 
col. (2) 

(3) 

- 0 . 4 
- . 1 
- . 3 

- 2 . 8 
- 1 . 4 

- 1 . 4 
- 2 . 5 
- 1 . 4 
- 1 . 4 
- . 8 

- . 1 
.7 
.6 
.9 

1.1 

- . 3 
- 1 . 2 
- . 7 

.1 
- . 6 

- 3 . 4 
- 2 . 6 
- 1 . 9 
- . 9 
- . 7 

- . 7 
- . 4 
- . 1 
- . 2 

.0 
- . 2 
- . 1 
- . 1 

0 
- . 1 
- . 2 
- . 9 

- 2 . 3 
- 3 . 3 
- 3 . 3 
- 2 . 3 

- 1 . 7 
- 1 . 0 
- 1 . 2 
- 1 . 5 

- 1 . 0 
- 1 . 1 
- 1 . 4 
- 2 . 1 

- 2 . 6 
- 2 . 8 
- 2 . 6 
- Z O 

- 1 . 4 
- 1 . 3 
- 1 . 4 
- 1 . 3 

- 1 . 6 
- 1 . 4 
- 1 . 2 
- 1 . 3 

- 1 . 2 
- . 9 
- . 6 
- . 6 

- . 5 

High-em
ployment 
(potential) 

(4) 

397.2 
423.9 
453.3 
476.3 
503.8 

530.1 
553.2 
583.1 
613.6 
647.3 

687.4 
737.5 
787.3 
851.8 
926.6 

1,010.8 
1,099.9 
1,186.0 
1,298.3 
1,4677 

1,655.6 
1,793.6 
1,957 6 
2,163.2 
2,417 8 

388.7 
394.1 
400.2 
405.7 

412.7 
419.6 
428.0 
435.2 

444.0 
449.6 
457.7 
462.1 

467.8 
472.8 
479.6 
485.1 

493.4 
501.2 
507 3 
513.5 

521.3 
526.9 
533.4 
539.0 

542.8 
550.1 
5572 
662.8 

572.4 
579.3 
585.9 
594.8 

502.7 
608.8 
616.3 
626.5 

634.3 
642.6 
652.4 
660.0 

671.8 

GNP 

Actual 

(5) 

399.3 
420.7 
442.8 
448.9 
486.5 

506.0 
523.3 
563.8 
594.7 
635.7 

688.1 
753.0 
796.3 
868.5 
935.5 

982.4 
1,063.4 
1,171.1 
1,306.6 
1,412.9 

1,528.8 
1,702.2 
1,899.5 
2,127.6 
2,368.8 

387 5 
395.4 
401.0 
410.2 

411.9 
4174 
422.4 
430.9 

438.9 
441.0 
448.2 
442.8 

435. S 
439.9 
453.1 
466.3 

476.0 
489.9 
486.5 
493.5 

506.6 
506.5 
506.2 
504.6 

5071 
518.2 
527.2 
540.7 

553.0 
662.1 
567 8 
572.3 

680.2 
587 9 
600.5 
610.4 

622.4 
632.4 
642.1 
646.0 

665.4 

Gap 
col. (4) 

less 
col. (5) 

col. (4) 

(6) 

- 0 . 5 
.8 

2.3 
5.8 
3.4 

4.5 
5.4 
3.3 
3.1 
1.8 

- . 1 
- 2 . 1 
- 1 . 1 
- 1 . 9 
- 1 . 0 

2.8 
3.3 
1.3 

- . 6 
3.7 

7.7 
5.1 
3.0 
1.7 
2.0 

.3 
- . 3 
- . 9 

- l . l 

.2 

.5 
1.3 
1.0 

1.1 
1.9 
2.1 
4.2 

6.8 
7.0 
5.5 
3.9 

3.5 
2.2 
4.1 
3.9 

2.8 
3.9 
5. J 
6.4 

6.6 
5.8 
5.4 
3.9 

3.4 
3.0 
3.1 
3.8 

3.7 
3.4 
2.6 
2.5 

1.9 
1.6 
1.6 
2.1 

1.0 

Year 
and 

quarter 

I I 
I I I . 
IV 

1966: 
I 
I I 
I l l 
rv 

1967: 
I . 
I I 
I I I . . 
rv 

1968: 
I 
I I 
I II 
IV 

1969: 
I 
I I 
in 
rv ... 

1970: 
I . 1 . . 
I I 

. in IV 

1971: 
I 
I I 
I l l 
rv. 

1972: 
I 
I I 
I l l 
rv 

1973: 
I 
n Ill 
rv. 

1974: 
I 
I I 
I l l 
rv 

1975: 
I 
I I 
I I I . 
IV 

1976: 
I 
I I 
in 
rv 

1977: 
I 
I I 
I I I . . 
IV 

1978: 
I 
I I 
I II 
IV 

1979: 
I 
I I 
I l l 
IV 

1980: 
I 
I I . . 

Unemployment rate 

High-
employ

ment 

(1) 

4.4 
4.4 
4.4 

4.5 
4.5 
4.5 
4.5 

4.4 
4.4 
4.4 
4.5 

4.5 
4.5 
4.5 
4.5 

4.6 
4 6 
4.6 
4.6 

4.6 
4.7 
4.7 
4 7 

4 7 
4 8 
4 8 
4 8 

4 8 
4 9 
4 9 
4 9 

4 9 
4 9 
4 9 
5.0 

5.0 
5.0 
5.0 
5.0 

5.0 
5.1 
5.1 
5.1 

5.1 
5.1 
5.1 
5.1 

5.1 
5.1 
5.1 
5.1 

5.1 
5.1 
5.1 
5.1 

5.1 
5.1 
5.1 
5.1 

5.1 
5.1 

Actual 

(2) 

4 7 
4 4 
4.1 

3.9 
3.8 
3.8 
3.7 

3.8 
3.8 
3.8 
3.9 

3.7 
3.5 
3.5 
3.4 

3.4 
3.4 
3.6 
3.6 

4 2 
4 7 
5.2 
5.8 

5.9 
5.9 
6.0 
6.0 

5.8 
6.7 
5.6 
5.3 

4 9 
4 9 
4 8 
4 8 

5.1 
5.2 
5.6 
6.6 

8.2 
8.9 
8.5 
8.3 

7 7 
7.6 
7 7 
7 7 

7 5 
7 2 
6.9 
6.6 

6.2 
6.0 
6.0 
5.8 

5.8 
5.8 
5.8 
5.9 

6.1 
7 5 

Gap 
col. (1) 

less 
col. (2) 

(3) 

- 0 . 3 
.1 
.3 

.6 

.7 

.7 

.8 

.6 

.6 

.6 

.5 

.7 

.9 
1.0 
1.1 

1.2 
1.1 
1.0 
1.0 

.4 
- . 1 
- . 5 

- 1 . 1 

- 1 . 2 
- 1 . 1 
- 1 . 2 
- 1 . 2 

- . 9 
- . 8 
- . 7 
- . 4 

0 
0 
.2 
.2 

- . 1 
- . 2 
- . 6 

- 1 . 5 

- 3 . 2 
- 3 . 8 
- 3 . 4 
- 3 . 2 

- 2 . 6 
- 2 . 5 
- 2 . 6 
- 2 . 6 

- 2 . 4 
- 2 . 0 
- 1 . 8 
- 1 . 4 

- 1 . 1 
- . 9 
- . 9 
- . 7 

- . 6 
- . 6 
- . 7 
- . 7 

- 1 . 0 
- 2 . 3 

GNP 

High-em
ployment 
(potential) 

(4) 

681.7 
693.0 
703.0 

716.9 
732.2 
743.6 
757 2 

768.7 
778.4 
793.0 
809.0 

826.6 
843.5 
858.8 
878.4 

895.7 
915.2 
937 7 
957 6 

980.5 
1,001.2 
1,019.2 
1,042.1 

1,057 2 
1,091. 7 
1,110.5 
1,130.1 

1,156.1 
1,174 4 
1,194 7 
1,218.9 

1,247 2 
1,279.7 
1,312.9 
1,353.5 

1,391.3 
1,440.3 
1,491.4 
1,547 7 

1,599.0 
1,6342 
1,875.6 
1,713.7 

1,741.6 
1,774 6 
1,808.8 
1,849.2 

1,890.1 
1,939.9 
1,977 4 
2,023.1 

2,069.1 
2,138.2 
2,191.4 
2,254.2 

2,319.4 
2,386.0 
2,450.5 
2,515.5 

2,588.9 
2,672.3 

Actual 

(5) 

678.7 
695.1 
713.3 

733.7 
747 6 
769.0 
771.7 

777 5 
785.8 
803.1 
818.7 

837 3 
861.8 
880.0 
894 7 

913.0 
929.0 
946.9 
953.3 

964 2 
976.5 
992.6 
996.3 

1,034 0 
1,056.2 
1,072.4 
1,091.2 

1,127 0 
1,156. 7 
1,181.4 
1,219.4 

1,265.3 
1,288.4 
1,317 5 
1,355.1 

1,369.0 
1,400.1 
1,430.1 
1,452.4 

1,454.7 
1,498.6 
1,564.0 
1,598.0 

1,653. 7 
1,633.1 
1,715.8 
1,756.1 

1,820. 2 
1,876.0 
1.930.5 
1,971.3 

2, Oil.3 
2,104 2 
2.159.6 
2,235.2 

2,292.1 
2,329.8 
2,396.5 
2,456.9 

2.520.8 
2,521.3 

Gap 
col. (4) 

less 
col. (5) 

col. (4) 

(6) 

0.4 
—.3 

- 1 . 5 

—2.4 
- 2 . 1 
—2.1 
- 1 . 9 

—1.1 
- . 9 

- 1 . 3 
- 1 . 2 

- 1 . 3 
- 2 . 2 
- 2 . 5 
- 1 . 9 

- 1 . 9 
—1.5 
- 1 . 0 

.4 

1.7 
2.5 
2.6 
4.4 

3.1 
3.3 
3.4 
3.4 

2.5 
1.5 
1.1 
0 

- 1 . 5 
- . 7 
- . 4 
- . 1 

1.6 
2.8 
4.1 
6.2 

9.0 
8.3 
6.7 
6.8 

5.0 
5.2 
5.1 
5.0 

3.7 
3.3 
2.4 
2.6 

2.8 
1.6 
1.5 
.8 

1.2 
2.4 
2.2 
2.3 

2.6 
5.7 

Source: Council of Economic Advisers, Bureau of Labor Statistics, and Bureau of Economic 
Analysis. 
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tion and technology. To construct such 
a series, the first step is to express real 
GNP as the working-age population 
times the ratio of labor force to popula
tion times the ratio of employment to 
labor force times the ratio of real GNP 
to employment. Each of the three ratios 
varies cyclically, and high-employment 
values for each are estimated. The high-
employment values for the first two 
ratios are estimated by adjusting labor 
force and employment—separately for 
each of eight sex-age groups—for gaps 
between levels consistent with the high-
employment unemployment rate and 
actual levels. Real GNP per em
ployee, i.e., productivity, is adjusted 
for the gap between its high-employ
ment level and its actual level. Because 
of the sharp deceleration in productivity 
growth since 1973, the causes of which 
are only imperfectly understood, this 
adjustment has been subject to a large 
margin of error in recent years. Poten
tial real GNP is then derived by sub
stituting the estimated high-employ
ment values of each ratio for actual 
values. The final step is the smoothing 
of the estimates by a least-squares 
trend-line. 

Potential GNP in current dollars is 
equal to potential real GNP multiplied 
by the implicit price deflator for actual 
GNP. As elsewhere in the construction 
of the high-employment budget, it is 
assumed that the price level at high 
employment is the same as the actual 
price level. 

Several issues arise in estimating 
potential GNP.* The choice of high-
employment unemployment rates could 
take into account factors in addition to 
age and sex— f̂or example, education or 
location. The adjustment equations for 
labor force, employment, and output 
per employee could be specified plausibly 
in different ways, not all of which pro
duce the same cyclical adjustments. 
The equation for output per employee, 
for example, resorts to a series of time 
trends to express all noncychcal 

Table 2,—Potential GNP in 1972 Dollars: 
Percent Change from Preceding Year, 
Fourth Quarter to Fourth Quarter 

Year 

1955 -
1956 
1957 
1958.- -
1959 

1960 -
1961 

1963.. 
1964 

1965 
1966 
1667 -
1968... 
1969 

1970 -
1971... 
1972 
1973 
1974 

1975 .. 
1976 
1977 
1978 
1979 

Percent 
change 

3 4 
3 5 
3.5 
3 5 
3.4 

3.5 
3.5 
3 5 
3.8 
3.9 

3.9 
3.8 
3.6 
3.5 
3.5 

3.5 
3.6 
3.5 
3.3 
3.0 

3.0 
3.0 
3.0 
3.0 
2.5 

9. For a discussion of some of the issues, see Edward P. 
Denison, "Changes in the Concept and Measurement of 
Potential Output in the United States of America," in 
Joachim Prohn and Reiner Staglin, eds., Empirische Wirt-
schaftsforschung: Komeptionen, Verfahren und Ergebnisse 
(Berlin: Dunoker and Humblot, 1980). 

Source: Council of Economic Advisers. 

changes. No attempt is made to isolate 
the contribution of the skill-composition 
of the work force or of the stock of 
capital. (The latter has been isolated 
in preparing estimates of potential 
GNP for the years before 1974.) Fi
nally, the use of a smooth series, rather 
than a series that incorporates unex
plained variations in productivity and 
labor force, may have some influence 
on high-employment budget estimates. 

Table 1 shows actual current-dollar 
GNP, potential current-dollar GNP, 
and the GNP ga,p. Growth rates of 
potential GNP in 1972 dollars are 
shown in table 2. The CEA estimate of 
the rate of growth for 1979-81 is 
2H percent per year, compared with 3 
percent for the 5 preceding years. The 
persistently poor productivity perform
ance in recent years was the basis for 
this reduction in the growth rate. 

Income shares gross-ups 

As noted earlier, the GNP gap is the 
principal variable used to estimate 
gross-ups for income shares. A set of 
equations is estimated in which each 
dependent variable is an income share, 
such as wages and salaries divided by 
GNP, and in which the explanatory 
variables are current and lagged values 
of the GNP gap and time trends. For 
example, the equation for corporate 
profits is: 

(1) Y^^y=0.1211- .00037 (TIME) 

-0.3928 {GNPGAPi) 
-f 0.0400 {GNPGAPt-i) 
-h0.0600 (GNPGAPt-2) 
-t-0.0181 {GNPGAPt-3) 

4-0.0899 {GNPGAP,-t) -f w, 
where: 

CP = corporate profits (with inven
tory valuation and capital 
consumption adjustments); 

GNP = GNP in current dollars; 
TIME = 1 in the first quarter of 1948 

and increases by 1 each 
quarter thereafter; 

GNPGAP = potential minus actual GNP, 
divided by potential GNP; 

t = the current quarter; t-1 a 
one-quarter lag, etc.; 

u = the difference between the 
actual and estimated share, 
i.e., the error term. 

There are six such equations—one 
each for wages and salaries, other labor 
income and employer social insurance 
contributions, corporate profits, pro
prietors' income, interest and rental 
income, and a residual equal to GNP 
less national income. 

Supplementing these share equations 
are three equations needed to derive 
a good approximation of tax bases: one 
for dividends, one for the difference 
between personal interest income and 
net interest, and one for the corporate •• 
capital consumption adjustment. The 
specification of these equations differs 
slightly from the specification of the 
share equations. 

The estimated high-employment value 
of an income share is derived from its > 
share equation by setting both the cur
rent GNP gap and all of the lagged 
GNP gaps that enter into the equation . 
equal to zero. Thus, for the corporate 
profits equation, the estimated ratio of 
corporate profits to potential GNP at ^ 
high employment is given by: 

^̂ ^ \GNPK): 

where: 

CPK 

=0.1211-0.00037 (TIME) 

estimated high-employment cor
porate profits; 

GNPK = potential GNP in current dollars. 

The gross-up method.—^In the gross-up 
method, which—as noted earlier— îs one 
of the innovations used in constructing 
new estimates, the differences between 

file:///gnpk
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estimated high-employment and esti
mated actual income shares are added 

»• to actual income shares to obtain high-
employment levels. Earlier methods es
timated high-employment levels direct-

• ly. In what follows, the two methods 
will be compared, and the advantages of 
the gross-up method explained, with the 

•*• corporate profits equations serving as an 
example. 

The earlier method estimated the 
' high-employment profits share by the 

^ equation for (CPK/GNPK),. The gross-
' up method derives the difference be

tween the estimated high-employment 
share and the estimated actual share 

^by: 

^ ^''' \GNPKJ, \GNPJ, 

= 0.3928 {GNPGAPt) 
-0.0400 (GNPGAPt-i) 

' -0.0600 (GNPGAPi-i) 
, -0 .0181 (GNPGAP,-i) 

- .0899 (GNPGAPt-i) 

^ / \ 
^ where (CP/GNP)t is the estimated 

actual share in quarter t, i.e., the actual 
share minus the error term M,. This 

, difference is then added to the actual 
share, (CP/GNP),, to obtain the final 

'high-employment share: 

(4) / CPK, \ _ / CPK \ 
\GNPK/r\GNPKjt 

\GNPj,^\GNPj, 

"where CPKf is the final value of high-
T employment corporate profits. Because 

the last two terms of this equation, 

J~ (CP/GNP), + (CP/GNPt)], are 
equal to Ut, the gross-up estimate can 

-also be expressed as: 

Clearly, the two methods give dif
ferent results only when the actual 
share in quarter t, (CP/GNP) „ differs 

.from the estimated share in quarter t, 
/ \ 

AOP/GNP),—that is, when the error 
term Ut differs from zero and therefore 
when a share equation fails to "ex-
•plain" the actual share in quarter t. The 
, earlier method ignores this unexplained 

portion of the actual share; the gross-up 
method assumes that the unexplained 
portion would characterize a high-
employment economy as well as the 
actual economy. 

The earlier method has the dis
advantage that even if the economy 
is moving along the path of potential 
GNP, high-employment shares can 
differ from actual shares. The gross-up 
method does not have this disadvan
tage, because the difference between the 
estimated high-employment share and 

the estimated actual share—(CPKj 

GNPK),-(CP/GNP), in the case of 
corporate profits—equals zero when the 
economy is moving along the path of 
potential GNP. 

More fundamentally, the choice be
tween the two methods should depend 
on what is the most plausible assump
tion to make about the nature of the 
unexplained difference between actual 
and estimated actual shares (u, in the 
corporate profits equation.) If these 
differences represent transitory dis
turbances or temporary errors of meas
urement, then there is a strong case 
for ignoring them and using the earlier 
method. But if they represent con
tinuing influences on the distribution of 
income not captured in the share 
equations—^for example, if they are 
due to changes in the trend of inflation 
or in the relative cost of imported 
materials—then it is probably more 
accurate to assume that the same 
differences would characterize a high-
employment economy and therefore 
to use the gross-up method. Past 
experience with high-employment budg
et estimates suggests that share equa
tions—^because they fail to capture 
fundamental and persistent shifts in 
income shares—often develop large 
and persistent residuals. For this reason, 
the gross-up method is preferable. 
Similar reasoning and conclusions apply 
to the tax receipts equations that are 
used in estimating the high-employ
ment budget. 

Receipts gross-ups 

In the construction of receipts gross-
ups, the basic ingredients are the income 
share gross-ups, which provide tax 

base gross-ups, and tax elasticities, i.e., 
ratios of percent changes in tax receipts 
to percent changes in tax base. Each 
tax elasticity is specified so as to reflect 
the special features of the tax laws it 
represents. It is approximately true 
that, for a receipts category, its tax 
elasticity times the percent differ 
between its actual and high-employ
ment tax base equals the percent dif
ference between its actual and high-
employment receipts, i.e., its gross-up. 
More precisely, making use of the 
mathematical property that for small 
changes a percent change in a variable 
is equal to a change in its natural 
logarithm: 

(6) log T K - l o g T=77(log B K - l o g B) 

where: 

TK = high-employment tax receipts; 
T = actual tax receipts; 
V = tax elasticity; 

BK — high-employment tax base; 
B = actual tax base. 

From this relation, the dollar level of 
high-employment receipts is estimated 
as: 

(7) yjj;=y[j( ioE TK-IOS n-^ 

The procedures for estimating the 
elasticities for each of the major receipts 
categories are summarized below and 
discussed in detail in the final section. 

Personal taxes.—The elasticity of the 
personal income tax with respect to 
personal income is a complex weighted 
average of four component tax elastic
ities: for the number of single returns, 
for the number of nonsingle (largely 
joint) returns, for average adjusted 
gross income (AGI) per single return, 
and for average AGI per nonsingle 
return. The weights for combining the 
four elasticities depend on four gaps 
between actual and high-employment 
levels, two for the number of returns 
and two for AGI per return. Each gap 
is estimated annually, based on rela
tionships between number of returns 
and employment, and between AGI 
per return and adjusted personal in
come per person employed. (Adjusted 
personal income equals personal income 
less other labor income and transfer 
payments to persons plus personal con
tributions for social insurance as defined 

file:///gnpkJ
file:///gnpJ
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in the national income and product 
accounts (NIPA's).) 

Two of the four tax elasticities— 
those for the number of returns—are 
1.0, holding constant income per return 
and the distribution of income. The 
other two are estimated annually on 
the basis of information on tax liabilities 
by AGI interval and type of return. 
For AGI per single return, these tax 
elasticity estimates range from 1.38 in 
1963 to 1.71 in 1977. For AGI per non-
single return, the range is from 1.56 in 
1968, 1969, and 1970 to 1.73 in 1977. 
The overall elasticity of the personal 
income tax derived from the four com
ponent elasticities and their weights is 
fairly stable, ranging from 1.30 in 1968 
to 1.47 in 1955. Trends in the under
lying components have been largely 
offsetting. 

Corporate profits taxes.—^The elasticity 
of corporate profits taxes with respect 
to corporate profits is a weighted aver
age of three component elasticities. In 
the estimation of this elasticity, "cor
porate profits before tax" is modified to 
exclude Federal Reserve earnings and 
rest-of-the-world profits as defined in 
the NIPA's. 

The first elasticity, the elasticity of 
the average tax rate with respect to 
income subject to tax, exceeds zero 
because the rate on the first $100,000 of 
corporate income is lower than the 
rate on income above $100,000. Because 
these tax provisions reduce corporate 
taxes only slightly, the elasticity is very 
small, ranging from 0.02 in 1979 to 
0.08 in 1955. 

The second elasticity, the elasticity 
of corporate income subject to tax with 
respect to corporate profits, differs 
from 1.0 mainly because of corporate 
losses. Profits equal the profits of 
corporations wdth profits minus the 
losses of other corporations; but only 
the profits of corporations with profits 
are taxed. Changes in the ratio of losses 
to profits therefore aft'ect corporate 
tax liabilities. The effect of losses is to 
reduce the elasticity of income subject 
to tax with respect to profits to a range 
of 0.76 in 1955 to 0.79 in 1970-79. 

The third elasticity, the elasticity of 
tax credits with respect to coi-porate 
profits, is assumed to be 1.0. This 
elasticity reflects the investment tax 
credit. The estimation of its elasticity 
is complicated by numerous legislative 
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changes and by provisions that allow 
the credit to be carried forward and 
backward. An indirect estimate pro
vides a somewhat lower elasticity, but 
information on credits actually claimed 
suggests raising that estimate. Small 
changes in this elasticity do not signifi
cantly affect the overall tax elasticity, 
because tax credits are small relative to 
liabilities. 

The overall elasticity of corporate 
profits taxes based on these components 
ranges from 0.79 in 1961, 1962, and 
1963 to 0.83 in 1955. Because the 
range is so small, the mean value of 0.80 
is used for all years in high-employment 
budget calculations. 

Indirect business taxes.—The elas
ticity of indirect business taxes is es
timated with respect to real GNP. 
Demand elasticities of taxed com
modities with respect to income are 
weighted by the commodity com
position of indirect business taxes. The 
overall tax elasticity of indirect business 
taxes is less than 1, because most of the 
taxes are on commodities for which 
demand is inelastic in relation to 
income. The overall tax elasticity 
declines from a peak of 0.98 in 1964 to 
0.69 in 1973 because of the repeal of 
several cyclically sensitive excise taxes, 
particularly the automobile excise tax. 
Since 1973, an increase in the share of 
customs duties has raised the tax 
elasticity to 0.80 in 1979. This elasticity 
TOU decline sharply in 1980 and in 
subsequent years because of enactment 
of the mndfall profits tax, which is 
expected to be cyclically insensitive. 

Contributions for social insur
ance.—For the estimation of the tax 
elasticity, contributions for social insur
ance are disaggregated into four 
subcategories: (1) Social security con
tributions, for employees and the self-
employed, and railroad retirement 
contributions; (2) unemployment 
insurance taxes; (3) Federal civilian 
employees retirement contributions; 
and (4) other (supplementary 
medical insurance premiums, veterans 
life insurance premiums, and work
men's compensation). Disaggregation 
is required because the cyclical sensitiv
ity of the subcategories varies signifi
cantly and because the relative weight 
of social security contributions in the 
total has increased substantially since 
the 1950's. 

November 1980 

For the first subcategory, the elastic- .| 
ity of contributions for employees is a 
weighted average of a tax elasticity-' 
with respect to average wages and a \ 
tax elasticity with respect to employ- ̂ ^ 
ment, which is 1.0. The weights are the-.' 
gaps between actual and high-employ- , j 
ment levels of wages, and salaries per '̂r 
person employed and of emplojonent.^, •! 
For the self-employesd, the tax elasticity j, 
is assumed to equal the tax elasticity I 
with respect to average wages just^jji 
described. For the second subcategory, \ 
the tax elasticity is a weighted average "j 
of a tax elasticity with respect to aver-* '\ 
age wages and a tax elasticity Avith | 
respect to employment (also 1.0). The *'. 
weights are the same as those used for-i ] 
employees in the first subcategory. The ^ , 
remaining subcategories are assumed to ' "• 
be cyclically insensitive. 

The tax elasticities change over time. 
For example, the elasticity of social''{ 
security contributions (excluding those- t 
paid by the self-employed) and railroad ]j 
retirement contributions has increased j 
during the 1970's from 0.78 in 1971 tcv'- '̂  
0.90 in 1979, because of the increase in 
the taxable earnings base relative to [ 
average earnings. 

^i 

Expenditure adjustments 

High-employment expenditures ar« 
actual budget expenditure levels plus 
differences between estimated higli-
employment and estimated actual ex-i--
penditures for seven cyclically sensitive 
expenditure categories. These differ- jl 
ences are used in the same way as the-.^. 
gross-ups on the receipts side. The term_^ ] 
"expenditure adjustment," rather than 
gross-up, is used to indicate that iar^ ^ 
many cases the differences are nQ-t,v-f 
based on equations estimated for this 
study but on other studies. 

The seven categories for which es«»-
penditure adjustments are made tq-
gether account for slightly more than 
one-fourth of total Federal spending.^ 
Other Federal expenditures were found-
to be insensitive to cyclical fluctuations,^ 
so that actual and high-employment 
expenditures are equal.'" Adjustments-* 

10. Cyclical fluctuations do affect one category of other 
Federal spending, interest payments, in two different wayŝ  
both the amount of the debt and interest rates vary cycli
cally. A study by Robert W. Kilpatrick, "Tho Pull Employ- Ij 
ment Budget and Interest Outlays," Office of Managcmeflf" 
and Budget technical staff paper (March 1973), finds these 
two effects to be approximately offsetting. .' ' 
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i for the seven categories are based on 
^> either the difference between the actual 
>L unemployment rate and the high-
B employment unemployment rate or on 

cff the ratio of the two unemplojnnent 
^levels. When actual unemployment 

exceeds high-employment unemploy-
\^ ment, the adjustments are negative 
[.^and high-employment expenditures are 

lower than actual expenditures. 
{•• The largest adjustment is for unem-
»i ployment benefits. The adjustment 
l' covers "regular" benefits (generally 
V' the first 26 weeks of benefits) and the 
r ;^extended benefits that since 1971 have 
y been provided without special legisla-
"̂  tion when aggregate unemployment 
,t.is high. Other extended benefits— 

I special extensions of coverage in the 
j ' 1974-75 recession and extensions en-
! _acted temporarily at various times—are 
I included in high-employment expendi-
[*• tures. 

^ The expenditure adjustment for reg
ular unemployment benefits is based 

*on the sensitivity of these benefits to 
r yUnemplojrment. If UIB is actual reg

ular unemployment benefits, and U 
\' and UK are the actual and high-

employment number of unemployed, 
respectively, then high-employment reg-
ular benefits, JJIBK, is: 

'(8) VIBK=UIB\_(^y'\ 

> -where X is a parameter refiecting fac-
.. tors, such as the relative earnings of the 

cyclically unemployed, that cause ben-
^ efits per unemployed person to vary cy-
/ _clically. The estimated value of X is 1.442 
I Vhen Z7 exceeds C/Z" and 0.922 when Z7is 
'•below UK.Wasjx Z7 equals UK, high-
.̂  employment regular unemployment 

benefits equal actual regular benefits. 
' At 1979 benefits levels and unemploy-
: -paent rates, the equation indicates that 

expenditures for regular unemployment 
"benefits increase about $2.4 billion for 
. each percentage point increase in the 
unemployment rate. 
' The six additional Federal expendi-
kture categories for which adjustments 
are made are old-age and survivors 
benefits, disability benefits, food 

"stamps, aid to families with dependent 
.^children, medicaid, and veterans edu
cation benefits (GI bill). The adjust
ments are based on a survey of research 

Mon these programs, most of it conducted 

Avithin the Federal Government during 
the last decade. Adjustments for each 
program are related to current and past 
values of the unemploynaent rate. If 
(EX)t is the level of the expenditure 
category in quarter t, and UR and URK 
are the actual and high-employment 
unemployment rates, respectively, in 
quarter t, then the high-employment 
level of the expenditures in quarter t, 
(EXK)t, is derived by solving the fol
lowing equation: 

(9) 

( ^ ^ ) ^ - l = - X J bi(URK,-i-UR,-i) 

where bi is a constant reflecting the 
quarterly sensitivity of the expenditure 
category to changes in the unemploy
ment rate. 

For a 1-percentage point increase in 
the unemployment rate, expenditures in 
these six categories would increase 
about $0.9 billion in the first year and 
$1.5 billion in the second year, at the 
1979 level and composition of the 
programs. 

Limitations of the high-employ
ment budget 

Although the high-employment 
budget is superior to the actual budget 
as a summary measure of the impact 
of a Federal fiscal program on aggre
gate demand, it has a number of limi
tations, which are discussed next. 

High-employment budget estimates 
are made on the assumption that the 
price level associated vnth potential 
GNP is the same as the actual price 
level; that is, that there is no "price 
gap" corresponding to the real GNP 
gap and the unemployment gap. There 
is general agreement that the high-
employment estimates made on this 
assumption can misstate the extent to 
which a Federal fiscal program is re
strictive or expansionary. Inasmuch as 
inflation has been high and persistent 
in recent years, it has become in
creasingly important to recognize the 
impact of this assumption on the 
measures and the limitations that may 
arise due to it. 

Rising prices drive up both receipts 
and expenditures, but, mainly because 
of the progressivity of the Federal tax 
structure and lags in adjusting appro
priations to prevailing price levels, the 
impact on receipts is larger and quicker 

than the impact on expenditures. As a 
result, rising prices tend to push the 
high-employment budget toward sur
plus, a movement that may be mis
interpreted as a discretionary shift 

. toward restrictiveness. 
The expression of high-employment 

budget levels as a percentage of poten
tial GNP—a form featured in the 
section of this article that presents the 
new estimates—^improves the high-
employment surplus as a summary 
measure, but does not remove all of 
the limitations due to inflation. The 
ratio form is a better measure because 
it helps eliminate from high-employ
ment receipts and expenditures in
creases that are due to inflation. 
However, the ratio form does not 
eliminate the difference between the 
receipts impact and the expenditures 
impact. 

The tendency for receipts to increase 
faster than expenditures is observable 
not only under conditions of inflation, 
but also under conditions of real growth. 
(The tendency, whether due to inflation 
or to real growth, has often been called 
"fiscal drag.") The tendency is more 
pronounced under conditions of real 
growth than inflation because, although 
receipts are equally responsive to real 
growth and to inflation, expenditures 
tend to be less responsive to real growth. 
As a result of this tendency, real 
growth—as well as inflation—tends to 
push the high-employment budget 
toward surplus, a movement that 
may be misinterpreted as a discre
tionary shift toward restrictiveness. 
To express the high-employment sur
plus as a percentage of potential GNP 
does not eliminate the impact of real 
growth—just as it did not eliminate the 
impact of inflation—that is due to the 
differential impact on receipts and 
expenditures." 

Another limitation stems from the 
fact that the high-employment sur
plus or deficit is the sum of all high-
employment receipts less the sum. of all 
high-employment expenditures, Avith 

11. Increases in the high-employment budget due to flsoa 
drag have been used to estimate how much tax receipts would 
have to bo reduced to eliminate the depressing effect of the fis
cal drag on economic activity. For instance, it fiscal drag 
moves the high-employment budget from a deficit of 1 percent 
of potential GNP to surplus of 0.5 percent, a tax reduction 
equal to 1.5 percent of potential GNP would be required to 
restore the initial high-employment surplus In relation to 
potential GNP, thus eliminating the depressing effect on 
oconomio activity. 
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each dollar Aveighted equaUy. The 
imphcation is that each dollar has 
equal impact, positive or negative, on 
the economy, although it is generally 
recognized that different categories of 
spending and taxes have different 
impacts per dollar. For example, it is 
likely that a dollar increase in grants to 
State and local governments has a 
different impact than a dollar cut in 
corporate taxes. Accordingly, a high-
employment budget that uses different 
multipliers as weights for different 
categories of receipts and expenditures 
would be a better summary measure of 
the impact of a Federal fiscal program 
on aggregate demand. Such weights 
should refiect not only the ultimate 
impact on the economy, but also the 
timing of this impact, which probably 
varies for the different categories. The 
high-employment budget estimates pre

sented in this article do not use different 
multipliers as weights because the 
theoretical and empirical work that 
has been done does not provide an 
adequate basis.'' 

The New Estimates 

The new estimates of the high-
employment surplus or deficit are shoAvn 
in chart 4 in two different forms. The 
top panel shows the estimates in billions 
of dollars; the bottom panel shows them 
as a percentage of current-dollar poten
tial GNP. The liresentation of the new 
estimates will focus on the ratio form 
because generally it is more useful to 
measure fiscal policy in relation to the 

12. See Edward M. Gramlich, "Measures of the Aggregate 
Demand Impact-of the Federal Budget," in President's 
Commission on Budget Concepts, Staff Papers and Other 
Materials Reviewed by the President's Commission (October 
1967), pp. 431-48. 

size of the economy. Table 3 shows the 
dollar levels of actual and high-em
ployment receipts, expenditures, and 
surplus or deficit, in billions of dollars 
and as a percentage of GNP. Table 4 
shows quarterly and annual changes in 
the actual and high-employment levels 
and percentages of GNP. 

Comparison of the two panels of 
chart 5 shows that the quarter-to-
quarter changes in the two series are 
similar. Over longer periods, however, 
there are significant differences because 
of growth in potential GNP due both 
to real growth and to inflation. For 
example, in dollars, the deficits in 
1975-78 are large in relation to deficits 
in 1965-68 and 1970-73; in ratio form, 
except for the second quarter of 1975, 
they are not. The shift from deficit in 
the third quarter of 1977 to surplus in 

• CHART 5 
High-Employment Surplus or Deficit 
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High-Employment Surplus or Deficit, Automatic Components of Surplus or Deficit, 
and GNP: Percentage of Potential GNP 

CHART 6 
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CHART 7 

High-Employment Receipts and Expenditures: Percentage of Potential GNP 
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the second quarter of 1979 is large in 
dollars, but not in ratio form.'^ In these 
years, both the dollar and ratio forms 
reflect the tendency of inflation to push 
the high-employment deficit toward 
surplus. 

Effect of the budget on the econ
omy.—The high-employment budget 

13. Quarter-to-quarter changes in the ratio of the high-em
ployment surplus to potential GNP are not the same as, or 
even similar to, quarter-to-quarter changes in tho dollar value 
of the high-employment surplus divided by potential GNP. 
If Sis the high-employment surplus and Pis potential GNP, 
thechangein the ratio is (S,/P,)-(S±-//P±-,), while the 
change in dollars divided by potential GNP equals (Si— 
Szfc-i)/P,. The difference between the second and first ex
pressions can be shown to be (S±-i/Pi)Xt(Pi-P±-ii/P±-il. 
which is proportional to the inflation rate. The second pro
cedure is much more sensitive to the inflation rate than the 
first procedure and, therefore, is a poorer measure of dis
cretionary fiscal policy. 

estimates can be used to shed light on 
the effect of the "automatic" and dis
cretionary components of the budget 
on the economy. The "automatic" sur
plus or deficit is the difference between 
the actual and high-emplojonent sur
plus or deficit, and is showTi in chart 6. 
The automatic surplus or deficit moves 
closely with the GNP gap, which is the 
vertical distance between GNP as a 
percentage of potential GNP and 100 
percent. A simulation indicates that, 
in a recent year, the automatic portion 
of the budget offset roughly 37 percent 
of increases in the gap.'* This 37 per
cent is a measure of the stabilizing 

effect of the budget on the economy. 
Of the 37 percent, about 12 percent 
was due to the personal income tax, 14 
percent to the corporate profits tax, 
1 percent to indirect business taxes, and 
6 percent to contributions for social 
insurance. The remaining 4 percent was 

14. The simulation was of tho effect of a $10 billion increase 
in the current-dollar difference between potential GNP and 
actual GNP in 1977. Tho highKjniployment budget was 
recalculated on tho basis of GNP gaps and unemployment 
gaps that reflected tho $10 billion increase. Because most of 
the shore equations and expenditure adjustments involve 
four lagged quarterly gaps, tho full effect of the $10 billion 
change is reached by the end of one year. Tho simulated 
high-employment budget levels were compared with high-
employment budget levels without the $10 billion increase 
to determine the amount of the increase offset by the auto
matic components of the budget. 
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Table 3.—Actual and H i g h - E m p l o y m e n t Federal Receipts a n d Expenditures 

[Billions of dollars, seasonally adjusted at annual rates] 

Year and quarter 

Actual 

Eecoipts 

A m o u n t Percentage 
of G N P 

Expenditures 

A m o u n t Percentage 
of G N P 

Surplus or deficit (—) 

A m o u n t Percentage 
of G N P 

High-employment 

Receipts 

A m o u n t Percentage 
of G N P ' 

Expenditiures 

A m o u n t Percentage 
of G N P • 

Surplus or dofloit (—) 

A m o u n t Percentage 
of G N P 1 

1955. . 
1956.. 
1957. . 
1958. . 
1959. . 

I960 . . 
1961. . 
1962. . 
1963 . . 
1964. . 

1965. . 
1966. . 
1967. . 
1968 . . 
1969.-

1 9 7 0 . . 
1971J-
1 9 7 2 . . 
1973 . -
1974 . -

1975 . . 
1 9 7 6 . . 
1977 . . 
1978 . . 
1979.-

1955: 
I . . . 
n.. 
ni . 
rv.. 

1956: 
I . . . 
n.. 
m. 
rv.. 

1957: 

I . -n.. 
n i . rv. 

1958: 
I . . . 
I I . . 
H I . 
I V . . 

19S9: 
I . . -
I I . . 
I I I . 
I V - . 

1960: 
I . . . 
I I . . 
I I I . 
I V . . 

1961: 
I . . . 
I I . . 
I I I . , 

rv.. 
1962: 

I . . . 
I I . . 
I I I . 
I V . . 

1963: 
I . . . 
I I . . 
I I I . 

rv.. 
1964: 

I . . . 
I I - . 
I I I -
I V . . 

72.6 
78.0 
81.9 
78.7 

96.1 
98.1 

106.2 
114.4 
114.9 

124.3 
141.8 
150.5 
174.7 
197.0 

192.1 
198.6 
227.5 
258.3 
288.6 

286.2 
331.4 
375.4 
432.1 
497.6 

69.7 
71.6 
73.6 
75.5 

76.0 
77.6 
77.6 
80.5 

82.7 
82.5 
82.6 
79.6 

76.0 
75.9 
79.5 
83.0 

87.6 
91.6 
89.8 
90.3 

97.9 
96.5 
95.7 
94.5 

94.5 
96.6 

102.2 

103.4 
105.1 
107.5 
108.8 

111.6 
114.1 
115.3 
116.6 

115.4 
112.1 
115.3 I 
117.0 i 

18.2 
18.5 
18.5 
17.5 
18.5 

19.0 
18.7 
18.8 
19.2 
18.1 

18.1 
18.8 
18.9 
20.1 
21.1 

19.5 
18.7 
19.4 
19.8 
20.4 

18.7 
19,5 
19.8 
20.3 
21.0 

18.0 
18.1 
18.2 
18.4 

68.1 
71.9 
79.6 
88.9 
91.0 

93.1 
101.9 
110.4 
114.2 
118.2 

123.8 
143.6 
163.7 
180.6 
188.4 

204.2 
220.6 
244.7 
265.0 
299.3 

356.8 
385.0 
421.7 
459.8 
509.0 

67.9 
66.7 
68.9 
69.0 

18.5 
18.6 
18.4 
18.7 

18.8 
18.7 
18.4 
18.0 

17.4 
17.3 
17. S 
17.8 

18.4 
18.7 
18.5 
18.3 

19.3 
19.1 
18.9 
18.7 

18.6 
18.6 
18.8 
18.9 

18.7 
18.7 
18,9 
19.0 

19.2 
19.4 
19.2 
19.1 

18.5 
17.7 
18.0 
18.1 

69.4 
71.8 
72.4 
74.2 

78.1 
79.8 
79.8 
81.0 

83.5 
87.8 
91.6 
93.0 

90.5 
89.9 
91.5 
91.9 

90.2 
92.3 
94.2 
95.7 

98.9 
101.7 
102.8 
104.4 

109.0 
109.2 
110.7 
112.8 

113.5 
112.2 
114.1 
116.8 

118.3 
118.8 
117.6 
118.0 

17.1 
17.1 
18.0 
19.8 
18.7 

18.4 
19.5 
19.6 
19.2 
18.6 

18.0 
19.1 
20.6 
20.8 
20.1 

20.8 
20.7 
20.9 
20.3 
21.2 

23.3 
22.6 
22.2 
21.6 
21.5 

17.5 
16.9 
17.1 
16.8 

16.8 
17.2 
17.1 
17.2 

17.8 
18.1 
17.8 
18.3 

19.2 
20.0 
20.2 
19.9 

19.0 
18.4 
18.8 
18.6 

17.8 
18.2 
18.6 
19.0 

19.5 
19.6 
19.5 
19.3 

19.7 
19.4 
19.5 
19.7 

19.6 
19.1 
19.0 
19.1 

19.0 
18.8 
18.3 
18.3 

4 .4 
6.1 
2 .3 

- 1 0 . 3 
- 1 . 1 

3.0 
- 3 . 9 
- 4 . 2 

.3 
- 3 . 3 

5 
- 1 . 8 

- 1 3 . 2 
- 5 . 8 

8.5 

- 1 2 . 1 
- 2 2 . 0 
- 1 7 . 3 
- 6 . 7 

- 1 0 . 7 

- 7 0 . 6 
- 5 3 . 6 
- 4 6 . 3 
- 2 7 . 7 
- 1 1 . 4 

1.8 
4 .9 
4 .8 
6.5 

6.6 
5.8 
6 .2 
6 .3 

4.6 
2 .8 
2.8 

- 1 . 3 

- 7 . 5 
- 1 1 . 9 
- 1 2 . 1 
- 1 0 . 0 

- 2 . 9 
1.6 

- 1 . 8 
- 1 . 5 

7.7 
4.2 
1.4 

- 1 . 1 

- 4 . 3 
- 5 . 1 
- 3 . 9 
- 2 . 2 

- 5 . 6 
- 4 . 1 
- 3 . 2 
- 4 . 1 

- 1 . 0 
1.9 
1.2 

- . 2 

- 3 . 0 
- 6 . 7 
- 2 . 4 
- 1 . 0 

1.1 
1.4 
. 5 

- 2 . 3 
- . 2 

. 6 
- . 7 
- . 7 

. 1 
- . 5 

. 1 
- . 2 

- 1 . 7 
- . 7 

. 9 

- 1 . 2 
- 2 . 1 
- 1 . 5 
- . 5 
- . 8 

- 4 . 6 
- 3 . 1 
- 2 . 4 
- 1 . 3 
- . 5 

. 5 
1.2 
1.2 
1.6 

1.6 
1.4 
1.2 
1.5 

1.0 
. 6 
. 6 

- . 3 

- 1 . 7 
- 2 . 7 
- 2 . 7 
- 2 . 1 

1.5 
. 8 
. 3 

- . 2 

- . 8 
- 1 . 0 
- . 7 
- . 4 

- 1 . 0 
- . 7 

- . 5 
- 1 . 1 
- . 4 
—.2 

71.8 
78.9 
84.9 
86.4 
94.3 

103.1 
106.7 
111.4 
119.8 
117.8 

124.0 
137.5 
148.2 
169.9 
194.3 

200.4 
208.4 
231.6 
255.7 
303.6 

319.9 
356.3 
392.0 
442.6 
511.7 

70.9 
72.2 
74.0 

76.2 
78.3 
79.3 
81.9 

84.2 
85.0 
85.3 
85.1 

85.1 
85.3 
87.0 
88.1 

92.0 
94.3 
95.2 
95.9 

102.1 
102.4 
103.4 
104.4 

105.0 
105.9 
107.4 
108.3 

108.5 
109.7 
112.4 
115.1 

118.1 
120.2 
119.9 
121.0 

118.5 
114.5 
117.8 
120.5 

18.1 
18.6 
18.7 
18.1 
18.7 

19.4 
19.3 
19.1 
19.5 
18.2 

18.0 
18.6 
18.8 
19.9 
21.0 

19.8 
19.0 
19.5 
19.7 
20.7 

19.3 
19.9 
20.0 
20.5 
21.2 

18.0 
18.0 
18.0 
18.2 

18.5 
18.7 
18.5 
18.8 

19.0 
18.9 
18.6 
18.4 

18.2 
18.0 
18.1 
18.2 

18.6 
18.8 
18.8 
18.7 

19.6 
19.4 
19.4 
19.4 

19.4 
19.3 
19.3 
in. 2 

19.0 
18.9 
19.2 
19.3 

10.6 
19.7 
19.4 
19.3 

18.7 
17.8 
18.1 
18.3 

67.9 
71.9 
79.5 
86.8 
89.9 

92.0 
99.9 

109.3 
113.0 
117.4 

123.7 
144.0 
164.1 
181.2 
189.4 

203.8 
218.0 
242.8 
264.8 
297.6 

345.1 
375.2 
414.0 
455.8 
506.3 

67.4 
66.4 
68.8 
68.9 

69.4 
71.7 
72.3 
74.1 

78.1 
79.7 
79.7 
80.3 

81.8 
84.9 
89.0 
91.3 

89.2 
89.0 
90.6 
90.8 

89.4 
91.4 
93.0 
94.0 

96.7 
99.3 

100.8 
102.8 

107.8 
108.1 
109.5 
111.7 

112.2 
111.0 
113.1 
115.7 

117.3 
118.0 
117.0 
117.5 

17.1 
17.0 
1 7 5 
18.2 
17.8 

17.3 
18.1 
18.7 
18.4 
18.1 

18.0 
19.5 
20.8 
21.3 
20.4 

20.2 
19.8 
20.5 
20.4 
20.3 

20.8 
20.9 
21.1 
21.1 
20.9 

17.3 
16.9 
17.2 
17.0 

16.8 
17.1 
16.9 
17.0 

17.6 
17.7 
17.4 
17.4 

17.5 
18.0 
18.6 
18.8 

18.1 
17.8 
17.9 
17.7 

17.2 
17.4 
17.4 
17.4 

17.8 
18.1 
18.1 
18.3 

18.8 
18.7 
18.7 
18.8 

18.6 
18.2 
18.3 
18.5 

18.5 
18.4 
17.9 
17.8 

3.9 
7.1 
5 .4 

- . 4 
4 .4 

11.1 
6.7 
2 .1 
6.8 

. 4 

. 4 
- 6 . 5 

- 1 6 . 0 
- 1 1 . 3 

4.9 

- 3 . 4 
- 9 . 6 

- 1 1 . 4 
- 9 . 0 

6.0 

- 2 5 . 2 
- 1 8 . 8 
—22.0 
- 1 3 . 4 

5.4 

2.5 
4.5 
3 .4 
5.1 

6.8 
6.6 
7.0 
7.8 

6.1 
5.3 
5.7 
4.7 

3.2 
.4 

- 2 . 0 
- 3 . 2 

2.8 
6.2 
4.6 
5.1 

12.7 
10.9 
10.4 
10.4 

8.3 

6.6 
5.4 

.7 
1.6 
2.8 
3.4 

5.9 
9,2 
6.8 
.5.3 

1.1 
-3 .5 

.1.1 i 

1.0 
1.7 
1.2 

- . 1 
. 9 

2 .1 
1.2 
. 4 

1.1 
. 1 

. 1 
- . 9 

- 2 . 0 
- 1 . 3 

. 5 

—.3 
- . 9 

- 1 . 0 
- . 7 

. 4 

- 1 . 5 
- 1 . 1 
- 1 . 1 

. 6 
1.1 
. 9 

1.3 

1.6 
1.6 
1.6 
1.8 

1.4 
1.2 
1.2 
1.0 

. 7 

. 1 
- . 4 
- . 7 

. 6 
1.0 
. 9 

1.0 

2 .4 
2 .1 
1.9 
1.9 

1.5 
1.2 
1.2 
1.0 

. 6 

1.0 
1.5 
1.1 

- . 5 
. 1 
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T a b l e 3 . — A c t u a l a n d H i g h - E m p l o y m e n t F e d e r a l R e c e i p t s a n d E x p e n d i t u r e s — C o n t i n u e d 

[BiUions of dollars, seasonally adjusted a t annua l r a t e s ] 

Year and quarter 

Actual 

Keceipts 

Amount Percentage 
of GNP 

Expenditures 

Amount Percentage 
of GNP 

Surplus or deficit (—) 

Amount Percentage 
of GNP 

High-employment 

Eeceipts 

Amount Percentage 
of GNP 1 

Expenditures 

Amount Percentage 
of GNP ' 

Surplus or deficit ( - ) 

Amount Percentage 
of GNP 1 

1965: 
I . . . 

n.. 
I I I . 
IV . . 

19S6: 
I . . . 
n. . 
I I I . , 
rv.. 

19S7: 
I . . . 
I I . . 
I I I . 
IV. . 

19S8: 
I . . . 
H . . 
I I I . 

rv-
1969: 

I . . . 
I I . . 
ni. 
rv.. 

1970: 
I . . . 
I I . . 
I I I . 

rv-
1971: 

I . . . 
I I . . 
H I . 

rv.. 
1972: 

I . . . 
n. . 
H I . 
IV. . 

1973: 
I 
H . . . 
I I I . . 

rv.. 
1974: 

I . . . 
I I . . 
I I I . . 
I V . 

1975: 
I . . . . 
I I . . . 
I I I . . 

rv.. 
1976: 

I . . . 
I I . . 
m . 
rv. 

1977: 
I . . . 
I I . . 
I H . 
IV . 

1978: 
I . . . 
I I . . 
I I I . 
I V . 

1979: 
I . . . 
I I . . 
I I I . 
IV . 

1980: 
I . . . 
I I . . 

122.8 
124.4 
123.1 
127.1 

136.5 
141.3 
143.7 
145.9 

147.1 
147.6 
151.5 
155.8 

164.1 
169.1 
180.3 
185.4 

195.6 
199.2 
196.0 
197.1 

193.2 
194.7 
190.8 
189.5 

194.9 
197.1 
198.8 
203.8 

222.6 
224.3 
227.7 
236.3 

252.0 
256.7 
259.3 
266.2 

275.6 
286.1 
297.9 
294.8 

2872 
254.3 
297.6 
305.9 

319.0 
328.2 
335.4 
343.1 

370.8 
376.8 
388.2 

397.8 
424.8 
442.1 
463.6 

476.0 
485.8 
504.8 
524.7 

638.4 
529.9 

18.5 
18.3 
17.7 
17.8 

18.6 
18.9 
18.9 
18.9 

18.9 
18.8 
18.9 
19.0 

19.6 
19.6 
20.5 
20.7 

21.4 
21.4 
20.7 
20.7 

20.0 
19.9 
19.2 
19.0 

18.8 
18.7 
18.5 
18.7 

19.8 
19.4 
19.3 
19.3 

19.9 
19.8 
19.7 
19.6 

20.1 
20.4 
20.8 
20.3 

19.7 
17.0 
19.0 
19.1 

19.3 
19.5 
19.5 
19.5 

20.2 
19.8 
19.5 
19.7 

19.8 
20.2 
20.5 
20.7 

20.7 
20.9 
21.1 
21.4 

21.4 
21.0 

118.2 
120.4 
126.1 
130.5 

135.8 
140.0 
146.9 
151.8 

169.9 
160.9 
165.1 
168.9 

173.8 
181.0 
182.6 
184.8 

184.3 
187.2 
189.4 
192.9 

194.3 
207.5 
205.3 
209.6 

213.5 
220.9 
222.2 
225.9 

235.9 
244.2 
238.6 
260.2 

261.7 
262.2 
264.6 
271.6 

281.1 
293.7 
306.0 
316.6 

336.2 
354.2 
363.9 
374.1 

376.6 
375.6 
387.6 
400.6 

404.0 
411.6 
429.4 
441.8 

447.3 
449.4 
462.6 
479.7 

480.8 
492.9 
516.1 
540.4 

661.3 
579.1 

17.8 
17.7 
18.1 
18.3 

18.5 
18.7 
19.4 
19.7 

20.6 
20.5 
20.6 
20.6 

20.8 
21.0 
20.8 
20.7 

20.2 
20.2 
20.0 
20.2 

20.2 
21.2 
20.7 
21.0 

20.6 
20.9 
20.7 
20.7 

20.9 
21.1 
20.2 
21.3 

20.7 
20.4 
20.1 
20.0 

20.5 
21.0 
21.4 
21.8 

23.0 
23.0 
23.3 
23.4 

22.8 
22.3 
22.6 
22.8 

22.2 
21.9 
22.2 
22.4 

22.2 
21.4 
21.4 
21.5 

21.2 
21.2 
21.5 
22.0 

22.3 
23.0 

4.6 
3.9 

- 3 . 0 
- 3 . 4 

1.3 
- 3 . 2 
- 5 . 9 

-12.8 
-13 .2 
-13.6 
-13 .0 

- 9 . 7 
-12 .0 
- 2 . 3 

.7 

11.2 
12.0 
6,7 
4.2 

- 1 . 1 
-12.8 
-14.6 
-20 .1 

-18.5 
-23.8 
-23.4 
-22.2 

-13.4 
-20.0 
-10.8 
-24.9 

- 9 . 7 
- 6 . 6 
- 5 . 2 
- 5 . 3 

- 5 . 5 
- 7 . 6 
- 8 . 0 

-21.7 

-48.0 
-99.9 
-66 .3 
-68.2 

-57.5 
-47.3 
-52.2 
-57.4 

-37.2 
-40.9 
-63.6 
-53.6 

-49.4 
-24.6 
-20.4 
-16.3 

-11.7 
- 7 . 0 
-11.3 
-15.7 

-22.9 
-49.2 

0.7 
.6 

- . 4 
- . 5 

.1 

.2 
- . 4 
- . 8 

- 1 . 6 
- 1 . 7 
- 1 . 7 
- 1 . 6 

- 1 . 2 
- 1 . 4 

1.2 
1.3 
.7 
.4 

- . 1 
- 1 . 3 
- 1 . 6 
- 2 . 0 

-1.8 
-2.3 
-2.2 
-2.0 

-1.2 
-1.7 

- 2 . 0 

- . 8 
- . 5 
- . 4 
- . 4 

- . 4 
- . 5 
- . 6 

- 1 . 5 

- 3 . 3 
- 6 . 7 
- 4 . 2 
- 4 . 3 

-3.5 
-2.8 
-3.0 
-3.3 

-2 .0 
-2 .2 
-2 .8 
-2 .7 

-2.5 
-1.2 

- . 7 

- . 5 
- . 3 
- . 5 
- . 6 

- . 9 
- 2 . 0 

124.5 
125.1 
122.4 
124.1 

131.8 
136.8 
139.3 
141.9 

144.7 
145.7 
148.9 
153.3 

161.2 
164.0 
174.0 
180.4 

190.2 
196.0 
193.4 
198.4 

198.2 
202.3 
198.8 
202.5 

204.4 
206.7 
208.8 
213.8 

230.7 
229.1 
231.0 
234.9 

247.0 
252.8 
257.7 
265.6 

281.4 
297.1 
314.8 
320.9 

326.2 
287.6 
328.7 
337.1 

343.2 
352.9 
360.8 
368.4 

387.6 
389.0 
389.1 
402.3 

413.8 
435.1 
451.6 
469.4 

482.6 
501.1 
520.7 
642.6 

558.6 
570.8 

18.5 
18.4 
17.7 
17.7 

18.4 
18.7 
18.7 
18.7 

18.8 
18.7 
18.8 
18.9 

19.6 
19.4 
20.3 
20.5 

21.2 
21.3 
20.6 
20.7 

20.2 
20.2 
19.5 
19.4 

19.2 
18.9 
18.8 
18.9 

20.0 
19.5 
19.3 
19.3 

19.8 
19.8 
19.6 
19.6 

20.2 
20.6 
21.1 
20.7 

20.4 
17.6 
19.6 
19.7 

19.7 
19.9 
19.9 
19.9 

20.5 
20.1 
19.7 
19.9 

20.0 
20.4 
20.6 
20.8 

20.8 
21.0 
21.3 
21.6 

21.0 
21.4 

117.8 
120.1 
126.1 
130.6 

136.1 
140.3 
147.3 
152.3 

160.3 
161.4 
165.6 
169.3 

174.3 
181.7 
183.3 
185.7 

186.3 
188.1 
190.3 
193.8 

194.9 
207.6 
204.8 
208.1 

211.3 
218.3 
219.4 
223.1 

233.2 
242.0 
237.0 
259.0 

261.1 
261.9 
264.6 
271.6 

280.8 
292.7 
304.3 
312.6 

326.0 
341.2 
351.1 
362.0 

365.8 
366.9 
378.0 
390.9 

394.9 
403.5 
422.4 
435.2 

442.1 
445.3 
458.0 
477.0 

484.3 
490.4 
513.4 
537.3 

657.2 
569.8 

17.5 
17.6 
18.2 
18.6 

19.0 
19.2 
19.8 
20.1 

20.9 
20.7 
20.9 
20.9 

21.1 
21.5 
21.3 
21.1 

20.7 
20.6 
20.3 
20.2 

19.9 
20.7 
20.1 
20.0 

19.8 
20.0 
19.8 
19.7 

20.2 
20.6 
19.8 
21.2 

20.9 
20.5 
20.2 
20.1 

20.2 
20.3 
20.4 
20.2 

20.4 
20.9 
21.0 
21.1 

21.0 
20.6 
20.9 
21.1 

20.0 
20.8 
21.4 
21.5 

21.4 
20.8 
20.9 
21.2 

20.9 
20. G 
20.9 
21.4 

21.5 
21.3 

6.8 
5.0 

- 3 . 7 
- 6 . 6 

- 4 . 3 
- 3 . 5 
- 8 . 0 

-10.4 

-15.6 
-15.6 
-16.7 
-16.0 

-13.2 
-17.6 
- 9 . 3 
- 5 . 3 

6.0 
6.9 
3.1 
4.6 

3.3 
- 6 . 4 
- 6 . 0 
- 5 . 6 

- 6 . 9 
-11.6 
-10.6 
- 9 . 3 

- 2 . 5 
-12.9 
- 6 . 0 

-24.1 

-14.2 
- 9 . 1 
- 6 . 9 
- 5 . 9 

.7 
4.4 

10.5 
8.3 

.2 
-53.0 
-22.4 
-24.9 

-22.7 
-13.0 
-17.2 
-22.5 

- 7 . 2 
-14.5 
-33.3 
-32.9 

- 28 .3 
-10.1 
- 7 3 
- 7 . 6 

- 1 . 7 
10.8 
7.4 
.6.1 

1.4 
1.0 

1.0 
.7 

- . 6 
- . 9 

- . 6 
- . 5 

- 1 . 1 
- 1 . 4 

-2.0 
-2.0 
-2.1 
-2.0 

-1.6 
-2.1 
-1.1 

.6 

.8 

.3 

.6 

.3 
- . 6 
- . 6 
- . 5 

- . 6 
- 1 . 1 
- 1 . 0 

- . 2 
- 1 . 1 
- . 5 

- 2 . 0 

- 1 . 1 
- . 7 
- . 6 
- . 4 

.3 

.7 

0 
-3.3 
-1.3 
-1.5 

- 1 . 3 
- . 7 

- 1 . 0 
- 1 . 2 

- . 4 
- . 7 

- 1 . 7 
- 1 . 6 

- 1 . 4 
- . 5 
- . 3 
- . 3 

- . 1 
.5 
.3 
.2 

1. Percentages of high-employment GNP. 

333-157 0 - 80 - 1 : QL 3 
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Table 4.—Changes in Actual a n d H i g h - E m p l o y m e n t Federal Receipits and Expenditures 

[Billions of dollars, seasonally adjusted at annual rates] 

Changes to year 
and quarter 

1955 
1956 
1957 
1968 
1959 

1960 
1961 
1962 
1963 . . 
1964 

1965 
1966 
1967 
1968 
1969 

1970 
1971 
1972 
1973 
1974 

1976 . . 
1 9 7 6 . . . 
1 9 7 7 . . . 
1978 
1979 

1955: 

n I l l 
rv.. 

1956: 
I 
I I 
I l l 
rv 

1957: 
I . . . 
H 
H I 
rv 

19S8: 
I 
I I 
I l l 
I V 

1959: 
I 

n I l l 
I V 

I960: 
I 
I I 
H I 
I V 

1961: 
I 
I I 
H I 
I V 

1962: 
I 
I I 
H I 
I V 

1963: 
I 
I I 
H I 
I V 

1964: 
I 
I I 
H I 
I V 

Changes in actual budget measures 

Eeceipts 

Amount 

5.4 
3.9 

- 3 . 2 
11.1 

6.3 
2.0 
8.1 
8.2 

. 6 

9.4 
17.5 
8.7 

24.2 
22.3 

- 4 . 9 
6.5 

28.9 
30.8 
30.3 

- 2 . 4 
45.2 
44.0 
56.7 
65.5 

i . 9 
2 .0 
1.9 

. 5 
1.6 
0 
2 .9 

2.2 
- . 2 

. 1 
- 3 . 0 

- 3 . 6 
- . 1 
3.6 
3.5 

4.6 
4 .0 

- 1 . 8 
. 5 

7.6 
- 1 . 4 

- . 8 
- 1 . 2 

0 
2.1 
2.3 
3.3 

1.2 
1.7 
2.4 
1.3 

2.8 
2.6 
1.2 
1.3 

- 1 . 2 
- 3 . 3 

3.2 
1.7 

Percentage 
of G N P 

. 3 
0 

- 1 . 0 
1.0 

.5 
- . 3 

. 1 

.4 
- 1 . 1 

0 
.7 
. 1 

1.2 
1.0 

- 1 . 5 
- . 9 

. 7 

. 4 

. 6 

- 1 . 7 
. 8 
. 3 
. 5 
.7 

. 1 

. 1 

. 2 

. 1 

. 1 
- . 2 

. 3 

. 1 
- . 1 
- . 3 
- . 4 

- . 6 
- . 1 

. 2 

. 3 

. 6 

. 3 
- . 2 
- . 2 

1.0 
- . 2 
- . 2 
—.2 

- . 1 
0 

. 2 

. 1 

- . 2 
0 

. 2 

. 1 

. 2 

. 2 
- . 2 
- . 1 

- . 6 
- . 8 

. 3 

.1 

Expenditures 

A m o u n t 

3.8 
7.7 
9.3 
2.1 

2.1 
8.8 
8.5 
3.8 
4 .0 

6.6 
19.8 
20.1 
16.9 
7.8 

15.8 
16.4 
24.1 
20.3 
34.3 

57.5 
28.2 
36.7 
38.1 
49.2 

- 1 . 2 
2.2 

. 1 

. 4 
2.4 

. 6 
1.8 

3.9 
1.7 
0 
1.2 

2.6 
4.3 
3.8 
1.4 

- 2 . 5 
- . 6 
1.6 
. 4 

- 1 . 7 
2.1 
1.9 
1.5 

3.2 
2.8 
1.1 
1.6 

4.6 
. 2 

1.5 
2.1 

.7 
- 1 . 3 

1.9 
2.7 

1.6 
. 5 

- 1 . 2 
.4 

Percentage 
of G N P 

0 
. 9 

1.8 
- 1 . 1 

—.3 
1.1 

. 1 
- . 4 
- . 6 

- . 6 
1.1 
1.5 

. 2 
- . 7 

. 7 
- . 1 

. 2 
- . 6 

. 9 

2 .1 
- . 7 
- . 4 
- . 6 
- . 1 

- . 6 
. 2 

- . 3 

0 
. 4 

- . 1 
. 1 

. 6 

. 3 
- . 3 

. 5 

. 9 

. 8 

. 2 
- . 3 

- . 9 
- . 6 

. 4 
- . 2 

- . 8 
. 4 
. 4 
. 4 

. 5 

. 1 
- . 1 
- . 2 

. 4 
- . 3 

. 1 

. 2 

- . 1 
- . 5 
- . 1 

. 1 

- . 1 
- . 2 
- . 6 
0 

Surplus or deficit (—) 

A mount 

1.7 
- 3 . 8 

- 1 2 . 6 
9.2 

4.1 
- 6 . 9 
- . 3 
4.6 

- 3 . 6 

3.8 
- 2 . 3 

- 1 1 . 4 
7.4 

14.3 

- 2 0 . 6 
- 9 . 9 

4.7 
10.6 

- 4 . 0 

- 5 9 . 9 
1 7 0 
7.3 

18.6 
16.3 

3 .1 
- . 1 
1.7 

. 1 
- . 8 
- . 6 
1.1 

- 1 . 7 
- 1 . 8 

0 
- 4 . 1 

- 6 . 2 
- 4 . 4 
- . 2 
2.1 

7.1 
4.5 

- 3 . 4 
. 3 

9.2 
- 3 . 6 
- 2 . 8 
- 2 . 5 

- 3 . 2 
- . 8 
1.2 
1.7 

- 3 . 4 
1.5 
. 9 

- . 9 

2.2 
3 .8 

- . 7 
- 1 . 4 

- 2 . 8 
- 3 . 7 

4.3 
1.4 

Percentage 
of G N P 

. 3 
- . 9 

- 2 . 8 
2.1 

. 8 
- 1 . 3 

0 
. 8 

- . 6 

. 6 
- . 3 

- 1 . 5 
1.0 
1.6 

- 2 . 1 
- . 9 

. 6 
1.0 

- . 3 

- 3 . 8 
1.5 
. 7 

1.1 
. 8 

. 7 
0 

. 4 

0 
- . 2 
- . 2 

. 3 

- . 5 
- . 4 
0 

- . 9 

- 1 . 4 
- 1 . 0 

0 
. 6 

1.6 
. 9 

- . 7 
. 1 

1.8 
- . 7 
- . 6 
- . 6 

- . 6 

. 3 

. 3 

- . 6 
. 3 
. 1 

- . 1 

. 4 
. 6 

- . 1 
- . 2 

- . 6 
- . 6 

.7 

. 2 

Changes in high-employment budget 

Eeceipts . 

A mount 

7.1 
6.0 
1.5 
7.9 

8.8 
3.6 
4.7 
8 .4 

- 2 . 0 

6.2 
13.5 
10.7 
21.7 
24.4 

6.1 
8 .0 

23.1 
24.2 
47.9 

16.3 
36.4 
35.7 
50.5 
69.2 

1.0 
1.3 
1.8 

2.2 
2.1 
1.0 
2 .6 

2.3 
. 8 
. 3 

- . 2 

0 
. 2 

1.7 
1.1 

3.9 
2.3 

. 9 

. 7 

6.2 
. 3 

1.0 
1.0 

. 6 

. 9 
1.6 
. 9 

. 2 
1.2 
2.7 
2 .7 

3 .0 
2.1 

- . 3 
1.1 

- 2 . 6 
- 4 . 0 

3 .3 
2.7 

Percentage 
of G N P • 

. 5 

. 1 
- . 6 

. 6 

. 7 
- . 1 
- . 2 

. 4 
- 1 . 3 

- . 2 
. 6 
. 2 

1.1 
1.1 

- 1 . 2 
- . 8 

. 5 

. 2 
1.0 

- 1 . 4 
. 6 
. 1 
. 5 
. 7 

0 
0 

. 2 

. 3 

. 2 
- . 2 

. 3 

2 
-.1 
- . 3 
- . 2 

- . 2 
_ , 2 

! i 
. 1 

. 4 

. 2 
0 

- . 1 

. 9 
- . 2 
0 
0 

0 
- . 1 
0 

- . 1 

- . 2 
. - . 1 

. 3 

. 1 

. 3 

. 1 
- . 3 
- . 1 

- . 6 
- . 9 

. 3 

. 2 

Expenditures 

A mount 

4 .0 
7.6 
7 3 
3.1 

2.1 
7 9 
9 .4 
3 .7 
4 .4 

6.3 
20.3 
20.1 
17.1 
8 .2 

14.4 
14.2 
24.8 
22.0 
32.8 

47.5 
30.1 
38.8 
41.8 
50.6 

- 1 . 0 
2 .4 

. 1 

. 5 
2.3 
. 6 

1.8 

4.0 
1.6 
0 

. 6 

1.5 
3.1 
4.1 
2.3 

- 2 . 1 
- . 2 
1.6 
. 2 

- 1 . 4 
2 .0 
1.6 
1.0 

2.7 
2.6 
1.5 
2.0 

5.0 
. 3 

1.4 
2.2 

. 5 
- 1 . 2 

2.1 
2.6 

1.6 
.7 

- 1 . 0 
. 5 

Percentage 
of G N P • 

- . 1 
. 5 
. 7 

- . 4 

- . 5 
. 8 
. 6 

- . 3 
- . 3 

- . 1 
1.5 
1.3 
. 5 

- . 9 

- . 2 
- . 4 

. 7 
- . 1 
- . 1 

. 5 

. 1 

. 2 
0 

- . 2 

- . 4 
. 3 

- . 2 

- . 2 
. 3 

- . 2 
. 1 

. 6 

. 1 
- . 3 
0 

. 1 

. 5 

. 6 

. 2 

- . 7 
- . 3 

. 1 
- . 2 

- . 5 
. 2 

0 
0 

. 4 

. 3 
0 

. 2 

. 5 
- . 1 
0 

. 1 

- . 2 
- . 4 

. 1 

. 2 

0 
- . 1 
- . 5 
- . 1 

measures 

Surplus or deficit (—) 

Amo u n t 

3.2 
- 1 . 7 
- 5 . 8 

4.8 

6.7 
- 4 . 4 
- 4 . 6 

4.7 
- 6 . 4 

0 
- 6 . 9 
- 9 . 5 

4.7 
16.2 

- 8 . 3 
- 6 . 2 
- 1 . 8 

2.4 
16.0 

- 3 1 . 2 
6.4 

- 3 . 2 
8.6 

18.8 

2 .0 
- 1 . 1 

1.7 

1.7 
- . 2 

. 4 

. 8 

- 1 . 7 
- . 8 

. 4 
- 1 . 0 

- 1 . 6 
- 2 . 8 
- 2 . 4 
- 1 . 2 

6.0 
2 .4 

- . 6 
. 5 

7.6 
- 1 . 8 
- . 5 
0 

- 2 . 1 
- 1 . 7 

0 
- 1 . 2 

- 4 . 7 
. 9 

1.2 
. 6 

2.5 
3 .3 

- 2 . 4 
- 1 . 6 

- 4 . 2 
- 4 . 6 

4.3 
2.3 

Percentage 
of G N P 1 

. 7 
- . 5 

- 1 . 3 
1.0 

1.2 
- . 9 
- . 8 

. 7 
- 1 . 0 

0 
- 1 . 0 
- 1 . 1 

. 7 
1.8 

- . 8 
- . 6 
- . 1 

. 3 
• 1.1 

- 1 . 9 
. 4 

0 
. 5 
. 8 

. 5 
- . 2 

. 4 

. 3 
0 
0 

o 

- . 4 
- . 2 
0 

- . 2 

- . 3 
- . 6 
- . 5 
- . 3 

1.3 
. 4 

- . 1 
. 1 

1.4 
- . 3 
- . 2 
0 

- . 4 
- . 3 
0 

- . 2 

- 9 
. 2 
. 2 
. 1 

. 4 

. 5 
- . 4 
- . 3 

- . 6 
- . 7 

. 6 

. 4 
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Table 4.—Changes i n Actual and H i g h - E m p l o y m e n t Federal Receipts and Expenditures—Continued 

[Billions of dollars, seasonally adjusted a t annua l ra tes ] 

Changes to year 
and quarter 

Changes in actual budget measures 

Eeceipts 

Amount Percentage 
of GNP 

Expenditures 

Amount Percentage 
of GNP 

Surplus or deficit (—) 

Amount Percentage 
of GNP 

Changes in high-employment budget measures 

Keceipts 

Amount Percentage 
of GNP I 

Expenditures 

Amount Percentage 
of GNP > 

Surplus or deficit (—) 

Amount Percentage 
of GNP • 

1965: 
I — 
I I . . 
m . 
rv. 

1966: 
I . . . 
I I . . 
H I . 
I V . 

1967: 
I . . . 
I I . . 
H I . 

rv. 
1968: 

I . . . 
H . . 
H I . 

rv. 
1969: 

I . . . 
I I . . 
I H . 
I V . 

1970: 
I . . . 
H . . 
H I . 

rv. 
1971: 

I . -
I I . . 
H I . 
I V . 

1972: 
I . . . 
I I . . 
I I I . 

rv. 
1973: 

I . . . 
I I . . 
H I . 

rv., 
1974: 

I . . . 
H . . 
H I . 
I V . 

197B: 
I . . . 
I I . . 
H I . 
I V . 

1976: 
I . . . 

n. . 
I I I . 
IV . 

1977: 
I . . . 
H . . 
H I . 
IV . 

1978: 
I . . . 
I I . . 
H I . 
IV . 

1979: 
I . . . 
H . . 
I I I . 
IV. 

1980: 
I . . . 
I I . . 

5.8 
1.6 

- 1 . 3 
4.0 

9.4 
4.8 
2.4 
2.2 

1.2 
.5 

3.9 
4.3 

8.3 
6.0 

11.2 
5.1 

10.2 
3.6 

- 3 . 2 
1.1 

-3.9 
1.5 

-3.9 
-1.3 

6.4 
2.2 
1.7 
5.0 

18.8 
1.7 
3.4 
7.6 

16.7 
3.7 
3.6 
6.9 

9.4 
10.5 
11.8 

- 3 . 1 

- 7 . 6 
-32.9 

43.3 
8.3 

13.1 
9.2 
7.2 
7.7 

23.7 
4.0 
5.0 

12.4 

9.6 
27.0 
17 3 
21.4 

11.6 
10.8 
19.0 
19.9 

13.7 
- 8 . 5 

0.4 
- . 2 
- . 6 

.1 

.8 

.3 
0 
0 

0 
- . 1 

.1 

.1 

.6 
0 
.9 
.2 

.7 
0 

- . 7 
0 

- . 7 
- . 1 
- . 7 
- . 2 

- . 2 
- . 1 
- . 2 

.2 

1.1 
- . 4 
- . 1 
0 

.6 
- . 1 
- . 1 
- . 1 

.5 

.3 

.4 
- . 5 

- . 6 
-2.7 

2.0 
.1 

.2 

.2 
0 
0 

.7 
- . 4 
- . 3 

.2 

.1 

.4 

.3 

.2 

0 
.2 
.2 
.3 

0 
- . 4 

0.2 
2.2 
5.7 
4.4 

6.3 
4.2 
6.9 
4.9 

8.1 
1.0 
4.2 
3.8 

4.9 
7.2 
1.6 
2.2 

- . 5 
2.9 
2.2 
3.5 

1.4 
13.2 

- 2 . 2 
4.3 

3.9 
7.4 
1.3 
3.7 

10.0 
8.3 

- 5 . 6 
21.6 

1.5 
.5 

2.4 
6.9 

9.6 
12.6 
12.3 
10.3 

18.7 
19.0 
9.7 

10.2 

2.4 
- 1 . 0 
12.1 
12.9 

3.5 
7.6 

17.8 
12.4 

5.5 
2.1 

13.2 
17.1 

7.1 
6.1 

23.2 
24.3 

20.9 
17.8 

- 0 . 5 
- . 1 

.4 

.2 

.2 

.2 
- . 2 
- . 1 

- . 5 
0 

- . 2 
.2 

0 
1.0 

- . 5 
.3 

- . 4 

- . 2 
0 

.2 

.2 
- . 9 
1.1 

- . 6 
- . 3 
- . 3 
- . 1 

1.2 
.6 

- . 3 
.1 

- . 6 
- . 5 

.3 

- . 6 
- . 3 

.3 

.2 

- . 2 

.1 

- . 3 
0 
.3 
.5 

5.6 
- . 7 

- 6 . 9 
- . 4 

4.0 
.7 

-4 .5 
-2.7 

- 6 . 9 
- . 4 
- . 4 

3.3 
-2.3 

9.7 
3.0 

10.5 

- 5 . 3 
- 2 . 5 

- 5 . 3 
-11.7 
- 1 . 8 
- 5 . 5 

1.6 
-5.3 

.4 
1.2 

8.8 
- 6 . 6 

9.2 
-14 .1 

16.2 
3.1 
1.4 

- . 1 

- . 2 
- 2 . 1 
- . 4 

-13.7 

-26.3 
-51.9 

33.6 
- 1 . 9 

10.7 
10.2 

- 4 . 9 
- 5 . 2 

20.2 
- 3 . 7 

-12.7 
0 

4.2 
24.8 
4.2 
4.1 

4.6 
4.7 

- 4 . 3 
- 4 . 4 

- 7 . 2 
- 26 .3 

0.9 
- . 1 

- 1 . 0 
- . 1 

.1 
- . 6 
- . 4 

- . 8 
- . 1 
0 
.1 

.4 
—.2 
1.1 
.4 

1.1 
.1 

- . 5 
- 1 . 2 
- . 2 
- . 5 

.2 
- . 5 

.1 

.2 

.8 
- . 5 

.8 
- 1 . 1 

1.2 
.3 
.1 

0 

0 
- . 1 
- . 1 
- . 9 

- 1 . 8 
- 3 . 4 

2.5 
- . 1 

. 8 

. 7 
- . 2 
- . 3 

1.3 
- . 2 
- . 6 

.1 

.2 
1.3 

. 2 

.2 

.2 
- . 2 
- . 1 

- . 3 
-1.1 

4.0 
.6 

- 2 . 7 
1.7 

7.7 
5.0 
2.6 
2.6 

2.8 
1.0 
3.2 
4.4 

7.9 
2.8 

10.0 
6.4 

9.8 
4.8 

- 1 . 6 
5.0 

- . 2 
4.1 

- 3 . 6 
3.7 

1.9 
2.3 
2.1 
5.0 

16.9 
- 1 . 6 

1.9 

12.1 
5.8 
4.9 
7.9 

15.8 
15.7 
17 7 
6.1 

5.3 
-38.6 

41.1 
8.4 

6.1 
9.7 
7.9 
7.6 

19.2 
1.4 
.1 

13.2 

11.6 
21.3 
16.5 
17.8 

13.2 
18.5 
19.6 
21.8 

16.1 
12.2 

0.2 
- . 1 
- . 7 
0 

. 7 

.3 
0 
0 

.6 
- . 1 

.9 

.7 

.1 
- . 7 

.1 

- . 5 
0 

- . 7 
- . 1 

- . 2 
- . 3 
- . 1 

.1 

1.1 

- . 3 
- 2 . 8 

2.0 
.1 

.6 
- . 4 
- . 4 

.2 

0 
- . 2 

0.3 
2.3 
6.0 
4.5 

5.5 
4.2 
7.0 
6.0 

8.0 
1.1 
4.2 
3.7 

5.0 
7.4 
1.6 
2.4 

- . 4 
2.8 
2.2 
3.5 

1.1 
12.7 

- 2 . 8 
3.3 

3.2 
7 0 
1.1 
3.7 

10.1 
8.8 

- 5 . 0 
22.0 

2.1 

2.7 
7.0 

9.2 
11.9 
11.6 
8.3 

13.4 
15.2 
9.9 

10.9 

3.8 
.1 

12.1 
12.9 

4.0 
8.6 

18.9 
12.8 

6.9 
3.2 

13.6 
18.1 

7 3 
6.1 

23.0 
23.9 

19.9 
12.6 

-0.3 
.1 

- . 2 
.2 

0 

.2 

.4 
- . 2 
- . 2 

- . 1 

.4 
- . 8 
1.4 

3.7 
- 1 . 8 
- 8 . 7 
- 2 . 8 

2.2 
. 8 

- 4 . 5 
- 2 . 4 

- 5 . 2 
0 

- 1 . 1 
.7 

2.8 
-4.4 

8.3 
4.0 

10.3 
1.9 

- 3 . 8 
1.6 

- 1 . 3 
- 8 . 7 
- . 6 

.4 

- 1 . 3 
- 4 . 7 

1.0 
1.3 

6.8 
-10.4 

6.9 
-18.1 

9.9 
5.1 
2.2 
1.0 

0.6 
3.7 
0.1 

-2.2 

-8.1 

31.2 
- 2 . 5 

2.2 
9.7 

-4.2 
-5.3 

15.3 
- 7 . 3 

-18.8 
.4 

4.6 
18.2 
2.8 

- . 3 

5.9 
12.5 

- 3 . 4 
—2.3 

- 3 . 7 
- . 4 

1. Percentages of high-employment GNP. 



28 SURVEY OF CURRENT BUSINESS N o v e m b e r 1 9 8 0 

T a b l e S . ' ^ C o m p o n e n t s o f H i g h - E m p l o y m e n t F e d e r a l R e c e i p t s a n d E x p e n d i t u r e s 

[Billions of dollars, seasonally adjusted a t annua l ra tes ] . 

Year and quarter 

Eeceipts 

Total 
Personal 
tax and 
nontax 
receipts 

Corporate 
profits 

tax accruals 

Indirect 
business 
tax and 
nontax 
accruals 

Contri
butions 
for social 
insurance 

Expenditures 

Total 

Transfer payments 

Total" 
Unemploy

ment insurance 
benefits 

Grants-in-aid 
to state and 
local govern

ments 2 

All other 
expenditures' 

1955-. 
1966-. 
1957.. 
1958.. 
1959.. 

I960.. 
1961-
1962.. 
1963.. 
1964-. 

1965.. 
1966.. 
1967.. 
1968.. 
1969.. 

1970.. 
1971.. 
1972.. 
1973.. 
1974.. 

1975.. 
1976.. 
1977.. 
1978.. 
1979.. 

1955: 
I— n.. 
I I I . rv. 

1956: 
I . . . 
I I . . 
I I I . 
IV . 

1957: 
I . . . 
I I . . 
I I I . 
IV . 

1958: 
I . . . 
I I . . 
I I I . 
IV . 

1959: 
I . . . 
I I . . 
I I I . 

rv. 
1960: 

I . . . 
I I . . 
H I . 

rv. 
1961: 

I . . . 
H . . 
I I I . 
IV . 

1962: 
I . . . 
I I . . 
I I I . 
IV . 

1963: 
I . . . 
I I . . 
H I . 

rv. 
1964: 

I . „ 
I I . . 
HI. 
IV. 

71.8 
78.9 
84.9 
86.4 
94.3 

103.1 
106.7 
111.4 
119.8 
117.8 

124.0 
137.5 
148.2 
169.9 
194.3 

200.4 
208.4 
231.5 
265.7 
303.6 

319.9 
356.3 
392.0 
442.5 
511.7 

69.9 
70.9 
72.2 
74.0 

76.2 
78.3 
79.3 
81.9 

84.2 
85.0 
85.3 
85.1 

85.1 
85.3 
87 0 
88.1 

92.0 
94.3 
95.2 
95.9 

102.1 
102.4 
103.4 
104.4 

105.0 
105.9 
107.4 
108.3 

108.5 
109.7 
112.4 
115.1 

118.1 
120.2 
119.9 
121.0 

118.5 
114.5 
117.8 
120.5 

31.5 
35.4 
38.5 
39.9 
42.2 

46.6 
48.6 
51.4 
54.1 
60.1 

64.3 
60.0 
66.2 
77.7 
93.2 

95.1 
94.3 

110.9 
113.9 
136.7 

140.2 
160.2 
178.9 
200.8 
236.9 

30.5 
31.1 
31.7 
32.5 

33.7 
35.1 
36.0 
36.8 

37.6 
38.5 

39.7 
39.6 
40.4 
40.1 

41.0 
41.6 
42.6 
43.6 

44.8 
46.1 
47 2 
48.2 

48.6 
48.5 
48.8 
48.7 

49.4 
60.8 
61.9 
63.5 

54.1 
54.3 
54.0 
54.2 

52.1 
47.8 
49.4 
61.3 

20.3 
21.6 
21.8 
21.3 
23.8 

24.2 
24.6 
23.8 
26.2 
26.8 

28.2 
29.5 
29.6 
34.4 
35.9 

35.1 
36.8 
36.6 
41.5 
52.6 

63.2 
59.6 
64.4 
73.5 
82.0 

20.1 
19.8 
20.2 
21.1 

21.2 
21.9 
21.2 
21.9 

22.4 
22.0 
21.6 
21.4 

20.5 
20.7 
21.4 
22.6 

23.2 
24.6 
23.8 
23.5 

26.2 
24.0 
23.8 
23.6 

23.5 
24.2 
25.0 
25.6 

23.3 
23.0 
24.1 
24.9 

26.2 
26.5 
26.4 
26.9 

26.5 
26.3 
27.2 
27.3 

10.6 
11.4 
12.1 
12.1 
12.9 

14.0 
14.3 
15.1 
15.7 
16.5 

16.5 
15.3 
16.1 
17.7 
18.8 

19.8 
21.0 
20.2 
21.1 
22.3 

26.4 
24.3 
26.7 
28.5 
30.5 

10.2 
10.8 
10.8 
10.7 

10.9 
11.0 
11.4 
12.1 

12.0 
12.0 
12.2 
11.9 

12.1 
12.3 
12.0 
12.2 

12.5 
12.7 
13.3 
13.3 

14.0 
14.0 
14.1 
14.1 

14.1 
14.3 
14.5 
14.6 

14.0 
14.8 
15.2 
15.3 

15.5 
15.7 
15.8 
15.9 

16.9 
16.2 
16.7 
17.3 

9.4 
10.7 
12.6 
13.0 
15.4 

18.3 
19.2 
21.2 
23.7 
24.3 

25.1 
32.6 
36.3 
40.2 
46.4 

50.5 
56.5 
63.8 
79.2 
92.1 

101.1 
112.2 
123.0 
139.7 
162.3 

9.1 
9.2 
9.6 
9.6 

10.3 
10.4 
10.9 
11.1 

12.3 
12.5 
12.7 
12.6 

12.7 
12.8 
13.2 
13.1 

16.3 
15.4 
15.5 
15.5 

18.0 
18.2 
18.4 
18.5 

18.9 
19.1 
19.3 
19.4 

21.0 
21.1 
21.1 
21.3 

23.4 
23.7 
23.8 
24.1 

24.0 
24.2 
24.4 
24.8 

67.9 
71.9 
79.6 
86.8 
89.9 

92.0 
99.9 

109.3 
113.0 
117.4 

123.7 
144.0 
164.1 
181.2 
189.4 

203.8 
218.0 
242.8 
264.8 
297 6 

345.1 
375.2 
414.0 
466.8 
506.3 

67 4 
66.4 
68.8 
68.9 

69.4 
71.7 
72.3 
74.1 

78.1 
79.7 
79.7 

81.8 
84.9 
89.0 
91.3 

89.0 
90.6 
90.8 

89.4 
91.4 
93.0 
94.0 

96.7 
99.3 

100.8 
102.8 

107.8 
108.1 
109.5 
111.7 

112.2 
111.0 
113.1 
115.7 

117 3 
118.0 
117.0 
117.5 

14.2 
15.2 
17.3 
19.2 
21.0 

22.3 
25.1 
26.6 
28.1 
29.3 

32.3 
36.1 
42.7 
48.7 
63.4 

63.2 
72.8 
81.6 
95.6 

116.9 

137 8 
152.5 
165.7 
181.8 
207.3 

14.2 
14.1 
14.3 
14.3 

14.7 
15.0 
15.4 
15.6 

16.2 
17.7 
17.4 
18.1 

18.2 
18.8 
19.7 
20.0 

20.6 
20.7 
21.0 
21.6 

21.4 
22.1 
22.7 
23.1 

24.3 
26.0 
26.4 
26.5 

26.4 
26.1 
26.6 
274 

28.3 
276 
28.0 
28.7 

29.3 
29.1 
29.3 
29.7 

1.4 
1.6 
1.7 
1.9 
1.8 

2.0 
2.0 
2.0 
2.0 
2.2 

2.3 
2.2 
2.6 
2.7 
3.0 

3.7 
4.0 
4.1 
4.4 
5.4 

6.1 
5.5 
6.8 
6.8 
7 7 

1.6 
1.4 
1.4 
1.3 

1.5 
1.4 
1.6 
1.6 

1.8 
1.7 
1.7 
1.9 

1.8 
2.1 
1.8 
1.7 

1.7 
1.9 
1.8 
1.9 

1.9 
2.0 
2.1 
2.1 

2.1 
2.1 
1.9 
1.8 

2.0 
1.9 
2.0 
2.1 

2.0 
2.0 
2.1 
2.1 

2.0 
2.2 
2.2 
2.2 

3.1 
3.3 
4.2 
5.6 
6.8 

6.6 
7.2 
7.9 
9.1 

10.4 

11.1 
14.4 
16.0 
18.6 
20.4 

24.5 
28.9 
37.4 
40.5 
43.9 

54.1 
60.4 
66.9 
77 0 

3.0 
3.1 
3.3 
3.2 

3.1 
3.3 
3.5 
3.5 

4.2 
4.0 
4.2 
4.6 

4.8 
5.6 
5.4 
6.8 

6.7 
6.4 
7.5 
6.8 

6.2 
6.6 
6.7 
6.6 

7.2 
7.2 
7.3 
7.3 

7.7 
7.9 
7.9 
8.3 

8.5 
8.8 
9.4 
9.9 

10.1 
10.4 
10.5 
10.7 
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T a b l e 5 .—Components of H i g h - E m p l o y m e n t Federal Receipts a n d Expenditures—Continued 

[Billions of dollars, seasonally adjusted a t annua l ra tes ] . 

Year and quarter 

Receipts 

Total 
Personal 
tax and 
nontax 
receipts 

Corporate 
profits 

tax accruals 

Indirect 
business 
tax and 
nontax 

accruals 

Contri
butions 

for social 
insurance 

Expenditures 

Total 

Transfer payments 

Total 1 
Unemploy

ment insurance 
benefits 

Grants-in-aid 
to state and 
local govern

men t s ' 

All other 
expenditures' 

1965: 
I 
I I . . . 
I II . . 
IV. . 

1966: 
I 
I I . . . 
m.. 
I V -

1967: 
I . . . . 
H . . . 
I I I . . 
IV . . 

1968: 
I . . . . 
H . . . 
I H . . 

rv.. 
1969: 

I . . . . 
I I . . . 
HI . . 
IV. . 

1970: 
I . . . . 
I I . . . 
HI-. 
IV . . 

1971: 
I . . . . 
I I . „ 
I I I . . 

rv.. 
1972: 

I I . -
I I I -

rv.. 
1973: 

I . . . 
I I . -
I I I -
IV. . 

1974: 
I . . . 
I I 
I I I . 
IV . . 

1975: 
I . . . 
I I . -
I I I . 
IV. . 

1976: 
I . . . 
I I . . 
H I . 
IV. . 

1977: 
I . . . 
I I . . 
H I . 
IV. . 

1978: 
I . . . 
H . -
I I I . 
IV. . 

1979: 
I . . . 
I I . . 
I I I -
IV. . 

1980: 
I . . -
H . . 

124.5 
125.1 
122.4 
124.1 

131.8 
136.8 
139.3 
141.9 

144.7 
145.7 
148.9 
153.3 

161.2 
164.0 
174.0 
180.4 

190.2 
195.0 
193.4 
198.4 

198.2 
202.3 
198.8 
202.6 

204.4 
206.7 
208.8 
213.8 

230.7 
229.1 
231.0 
234.9 

247.0 
262.8 
257.7 
265.6 

281.4 
2971 
314.8 
320.9 

326.2 
287.6 
328.7 
337.1 

343.2 
352.9 
360.8 
368.4 

387.6 
389.0 
389.1 
402.3 

413.8 
435.1 
451.6 
469.4 

482.6 
601.1 
620.7 
542.5 

558.6 
570.8 

54.5 
55.3 
53.4 
64.0 

56.2 
59.6 
61.1 
63.3 

64.6 
64.5 
671 
68.7 

70.5 
72.8 
81.9 
85.6 

91.3 
94.5 
92.2 
94.6 

95.2 
972 
92.5 
95.6 

90.9 
92.7 
94.6 
99.1 

110.9 
110.3 
110.6 
111.8 

109.5 
110.7 
115.6 
119.8 

125.1 
133.0 
140.9 
147.6 

164.4 
112.2 
144. G 
149.7 

160.8 
1674 
163.1 
169.5 

179.2 
176.7 
175.7 
184.1 

1870 
194.9 
206.4 
216.1 

2174 
230.3 
242.8 
257.1 

255.7 
268.7 

27.7 
28.2 
28.1 
28.8 

29.2 
29.8 
29.7 
29.4 

29.4 
29.2 
28.9 
30.7 

34.5 
33.9 
33.6 
36.4 

36.0 
36.0 
36.0 
36.6 

34.2 
34.9 
36.6 
35.7 

36.7 
37 2 
36.8 
36.5 

36.6 
35.5 
36.3 
38.2 

39.4 
42.2 
41.4 
43.1 

46.8 
61.3 
57.4 
54.6 

49.3 
50.6 
56.2 
56.5 

58.9 
60.0 
60.4 
59.3 

62.8 
64.7 
63.9 
66.0 

63.9 
73.2 
75.8 
81.1 

78.1 
79.8 
83.9 
86.4 

92.5 
78.2 

17.6 
16.8 
16.8 
16.9 

14.6 
16.4 
15.4 
15.7 

15.8 
16.2 
16.1 
16.3 

17.0 
17 5 
18.0 
18.2 

18.2 
18.7 
19.2 
19.1 

19.3 
19.7 
19.8 
20.3 

21.5 
20.7 
20.7 
21.0 

20.0 
19.9 
20.2 
20.6 

20.9 
21.5 
20.8 
21.2 

21.6 
22.0 
22.6 
23.0 

23.4 
24.8 
26.5 
270 

23.6 
24.1 
24.7 
24.8 

25.1 
25.4 
26.1 
26.2 

272 
28.4 
28.7 
29.6 

29.7 
30.6 
30.6 
31.3 

34. S 
44.4 

24.8 
25.0 
26.2 
26.6 

31.7 
32.1 
33.2 
33.5 

35.0 
36.0 
36.6 
37 6 

39.1 
39.9 
40.5 
41.2 

44.7 
45.8 
470 
48.1 

49.6 
50.4 
51.1 
51.1 

55.5 
66.1 
66.8 
573 

63.4 
63.4 
64.0 
64.4 

772 
78.2 
79.8 
81.5 

879 
90.8 
93.9 
95.8 

99.1 
100.0 
101.5 
103.7 

110.0 
111.3 
112.7 
114.7 

120.5 
122.1 
123.3 
126.0 

135.7 
138.6 
140.6 
143.8 

1575 
160.4 
163.5 
1677 

175.9 
179.5 

117.8 
120.1 
126.1 
130.6 

136.1 
140.3 
1473 
152.3 

160.3 
161.4 
165.6 
169.3 

174.3 
181.7 
183.3 
185.7 

186.3 
188.1 
190.3 
193.8 

194.9 
207.6 
204.8 
208.1 

211.3 
218.3 
219.4 
223.1 

233.2 
242.0 
237 0 
259.0 

261.1 
261.9 
264.6 
271.6 

280.8 
292.7 
304.3 
312.6 

326.0 
341.2 
351.1 
362.0 

365.8 
365.9 
378.0 
390.9 

394.9 
403.5 
422.4 
435.2 

442.1 
445.3 
458.9 
477.0 

484.3 
490.4 
513.4 
537.3 

657.2 
569.8 

30.7 
30.9 
34.4 
33.4 

35.1 
34.4 
36.0 
39.0 

41.7 
42.3 
43.4 
43.4 

46.3 
48.5 

51.1 

61.9 
63.5 
53.6 
54.7 

56.3 
65.2 
64.5 
66.7 

67.3 
74.2 
74.3 
75.4 

777 
78.2 
79.7 
90.2 

91.7 
94.6 
96.8 
99.6 

106.7 
113.9 
119.5 
123.6 

129.1 
1374 
140.9 
143.9 

148.8 
148.1 
155.6 
157.5 

159.9 
161.6 
169.3 
172.0 

175.1 
1770 
185.6 
189.7 

194.5 
199.6 
215.1 
219.9 

225.1 
226.8 

2.1 
2.2 
2.4 
2.4 

2.3 
2.1 
2.3 
2.3 

2.4 
2.7 
2.6 
2.6 

2.7 
2.6 
2.7 
2.9 

3.0 
2.8 
2.9 
3.2 

3.2 
3.8 
3.9 
4.0 

3.7 
4.0 
4.1 
4.3 

4.0 
4.2 
4.1 
4.1 

4.2 
4.1 
4.5 
4.S 

.6.3 

.5.3 
5.3 
5.6 

6.3 
6.7 
G.O 
5.0 

6.5 
5.3 
5.4 
5.7 

6.6 
5.6 
6.8 
6.1 

6.8 
0.5 
6.8 
6.8 

7 3 
7 3 
7 8 
8.2 

8.6 
8.6 

10.5 
11.0 
11.3 
11.6 

13.3 
14.4 
14.9 
15.0 

15.3 
14.9 
16.0 
176 

17 8 
18.8 
18.9 
19.0 

19.2 
19.9 
20.6 
22.1 

23.6 
24.1 
24.8 
26.4 

27.1 
29.0 
29.0 
30.4 

31.4 
38.5 
33.9 
45.6 

41.4 
40.4 
40.0 
40.3 

42.7 
43.5 
43.7 
46.7 

49.7 
.53.5 
56.0 
57.4 

58.3 
58.6 
60.1 
64.6 

62.0 
64.8 
70.8 
69.8 

73.9 
76.3 
77.2 
80.4 

776 
77.6 
81.6 
84.1 

85.8 
85.6 

. 1. In addition to a cyclical'adjustment for unemployment insurance benefits, the foUow-
'"? types of transfer payments are also adjusted: old-age and survivors' Insurance, dis
ability iiisuvauce, food stamps, and veterans' education l)eni-fits (GI bill). 

2. Includes a cyclical adjustment for medicaid and aid to families with dependent children. 

3. Con.'iists of actual expenditures for Federal puichiisps of goods an;! services, net interest 
paid und subsidies loss current surplus of government oiiterprisi's, minus wage accrunls less 
disbursements. 
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Table 6 .—Composit ion o f High-Employ
m e n t Receipts 

[Percentages of total] 

Contributions for social insurance 

Total 

1969 

45 
25 
14 
16 

100 

1969 

48 
18 
10 
24 

100 

1979 

46 
16 
6 

32 

100 

due to unemployment insurance and 
other expenditure programs. The per
centage offset has changed very little 
over time, although the importance of 
some of the components has changed. 
A comparable estimate for the 1948-49 
recession was 38 percent.'' 

The high-employment surplus or 
deficit has sometimes followed the 
automatic surplus or deficit vnth only a 
brief lag, refiecting the enactment of 
discretionary policies intended to sta
bilize the economy. Such was the case, 
for example, in the recessions of 1957-
58, 1970-71, and 1974-75. On these 
occasions, the high-employment budget 
moved from surplus into deficit while 
the economy was in a recession. At 

15. See Committee for Economic Development, The Stabi
lizing Budget Policy (New York: Committee for Economic 
Development, 1950), p. 15. CED estimates for the 1930's, 
however, when tax rates were much lower than after World 
War II, were far below 38 percent. 

other times, however, movements in the 
high-employment budget have not been 
in a stabilizing direction. From 1965 to 
1967, for example, expenditure in
creases pushed the high-employment 
budget sharply into deficit, although the 
economy was expanding strongly. 

Chart 6 suggests that a rise in the 
high-employment surplus generally pre
cedes economic downturn (decline in 
GNP as a percentage of potential 
GNP), and that a fall in the surplus or 
iacrease in the deficit generally pre
cedes expansion (iacrease in GNP as a 
percentage of potential GNP). All 
dovimtums were preceded by increases 
in the high-employment surplus, and 
the long expansion of 1961-68 was ac
companied by a movement from surplus 
toward deficit. These results must, of 
course, be interpreted in the light of the 
limitations of the high-employment 
budget. 

Changes in high-employment receipts 
and expenditures.—The components of 
high-employment receipts and expendi
tures are shown ia table 5. There have 
been sizable changes over time in their 
composition. The share of personal 
taxes in high-employment receipts has 
remained fairly stable, but the share of 
corporate profits taxes has declined 
sharply (table 6). The decline in the 
share of corporate profits taxes refiects 
the declining share of corporate profits 

Table 7.—Composit ion of High-Employ
m e n t Expenditures 

[Percentages of total) 

Other expenditures for which expendi-

Total 

1959 

2 

12 
86 

100 

1969 

2 

17 
81 

100 

1979 

2 

26 
73 

100 

in GNP, as well as reductions in the 
statutory rate and the introduction of 
the investment tax credit in 1962. The 
share of indirect business taxes de
clined through 1979, due to the repeal 
of a number of excise taxes and to their 
being specific rather than ad valorem 
for many commodities. Enactment of 
the windfall profits tax is causing the 
indirect business tax share to increase 
beginning in 1980. Increases in tax 
rates and expanded coverage have in
creased the share of contributions for 
social insurance. 

The share of cyclically sensitive 
categories of expenditures—i.e., those 
for which expenditure adjustments are 
made—^has grown at the expense of 
other expenditures (table 7). All cate
gories of cyclically sensitive expendi
tures have shared in the expansion. 

The fluctuations in the trends of 
high-employment receipts and expendi
tures suggest that receipts have super-

CHART 8 

High-Employment Surplus or Deficit Based on Potential GNP and Based on a Moving Average of GNP 

Percent 
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1955 57 59 61 

U.S. Department ot Commerce, Bureau ol Economic Analysis 

63 65 67 69 71 73 75 77 79 
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Old and New Methodology: High-Employment Surplus or Deficit as a 
Percentage of Potential GNP, 1970-79 

Percent 

CHART 9 

•41 I I t I I I I 

1970 71 72 73 74 

1. Old refers to the CEA method used in Itie 1979 aonomii: Report ol Ihe Presldeat. 

U.S. Department of Commerce, Bureau of Economic Analysis 

seded expenditures as the main tool of 
fiscal policy. I n the 1950's and most of 
the 1960's, as chart 7 shows, ex
penditures as a percentage of potential 
GNP fluctuated substantially around 
an upward trend, while receipts fluctu
ated somewhat less around a less 
pronounced trend. In the 1970's, in 
contrast, expenditures fluctuated less 
than receipts. 

Sensitivity tests.—To test the sen
sitivity of the high-employment budget 
estimates to alternative methodologies, 
the estimates presented in this article 
are compared with those derived using 
a centered 5-year moving average of 
real G N P instead of potential GNP. 
The new estimates are also compared 
\nth those derived using the earlier 
method, which estimated high-
employment receipts directly, rather 
than using a gross-up approach, and 
which confined expenditure adjust
ments to unemployment benefits. 

The results of the first comparison 
are sho^vn in chart 8.'" Quarter-to-
quarter movements in the high-
employment budget are affected very 
little by the substitution. Over longer 
intervals, however, there are some 

16. The moving averages lor 1978 and 1979 employ CEA 
Pioieotions (made in March 1980) of real GNP Xor 1980 and 
1981. Also, a moving-average unemployment rate is substi
tuted for tho high-employmont rate. 

differences. The estimates based on a 
moving average indicate a less pro
nounced shift from a restrictive to an 
expansionary policy during the 1960's 
and indicate a more expansionary 
fiscal policy relative to earlier periods 
since the 1975 recession. 

The results of the second comparison 
are shown in chart 9. I n a few periods— 
notably the move from deficit in 1973 
to surplus in 1974—the estimates are 
sensitive to the methodology employed. 
The new expenditure adjustments con
tribute to these differences. On the 
receipts side, the largest differences are 
for corporate profits, where the new 
methodology both raises the average 
high-employment level and increases 
the amplitude of fluctuation. 

Deta i l ed Methodo logy 

The section "Overview of the 
Methodology" summarized the steps 
in constructing the new estimates of the 
high-employment budget. The discus
sion that follows describes in detail the 
estimation of (1) income shares and tax 
bases; (2) the four receipts categories, 
m t h special emphasis on the tax 
elasticity estimates that are used to 
convert tax base gross-ups to receipts, 
gross-ups; and (3) the expenditure 
adjustments. 

Income shares 

Income share equations are used to 
provide estimates of tax bases as part 
of both the gross-up method, which is 
used in preparing the new estimates, 
and the method used earlier. In the 
method used earlier, the equations are 
used to provide an estimate of shares, 
and of bases, only at high-employment. 
In the gross-up method, these equations 
are used to provide estimated actual 
shares as well. The difference between 
each estimated high-employment share 
and the corresponding estimated actual 
share is used to calculate an income 
gap corresponding to the G N P gap. 

G N P is disaggregated as follows to 
permit the generation of tax bases: 

1. Wages and salaries 
2. Other labor income and em

ployer contributions for social 
insurance 

3. Corporate profits with in
ventory valuation adjustment 
(IVA) and capital consump
tion adjustment (CCAdj) 

4. Proprietors' income with IVA 
and CCAdj 

5. Eental income of persons with 
CCAdj and net interest 

6. G N P less national income 

Equations for each of these six cate
gories divided by G N P are estimnted 
jointly. 

Estimation.—The specification of the 
income share equations is limited to a 
constant term, a time trend, and cur
rent and lagged values of the GNP gap, 
which represent cyclical variables. No 
attempt is made to derive a specifica
tion based on a full-scale theory of in
come distribution, although an auto
correlation correction is employed in an 
attempt to control for other systematic 
factors affecting income shares. 

The estimation procedure used for the 
six categories of G N P also recognizes 
that different income shares are in
fluenced by the same random factors 
and that the sum of the income shares 
is equal to unity. Specifically, the esti
mation procedure consists of: (l) ob
taining consistent estimates of the 
autocorrelation coefficients using non
linear least squares on each equation 
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for the first five categories (omitting the 
sixth, GNP less national income); (2) 
transforming the data in each equation 
using the conventional autoregressive 
transformation procedure in order to 
minimize serial correlation; (3) re-
estimating the transformed equations 
using an iterative version of Zellner's 
technique for "seemingly unrelated" 
equations; and (4) calculating the co
efficients for the GNP less national 
income equation as a residual, requiring 
that the sum of the constant terms in 
all six equations equal one and that the 
sum of the coefficients for each variable 
in aU six equations equal zero. '̂' The 
estimation period is from the first 
quarter of 1955 to the fourth quarter of 
1979. Table 8 shows the final estimated 
equations. 

The estimates in table 8 suggest that 
the profits share of GNP is the most 
procyclical of all shares; the wages and 
salaries share is also procyclical. Pro
prietors' income shows no evidence of 
cyclicahty. The residual share, consist
ing largely of indh-ect business taxes and 
the capital consumption allowance Avith 
CCAdj, is strongly countercyclical. Its 
countercyclicality may reflect, in part, 
attempts by State and local govern
ments to augment their receipts from 
indirect business taxes, such as sales 
and property taxes, during cychcal 
downturns. 

17. Zellner's technique is computationally equivalent to 
maximum likelihood estimation (given the initial consistent 
estimate of the autocorrelation parameters). As a conse
quence, the coefficients estimated do not depend on which 
equation was omitted. See Arnold Zellner, "Estimates for 
Seemingly Unrelated Regression Equations: Some Exact 
Finite Sample Kesalts," Journal of the American Statistical-
Association, vol. 58 (December 1963), pp. 977-92. The esti
mates shown here are quite similar to tho initial nonlinear 
least squares estimates, suggesting that the cross-equation 
correlations of the disturbance terms in the transformed 
equations are not large. 

The dynamic behavior of the wage 
and profits shares is characterized by 
overshooting. The first quarter after 
the GNP gap is narrowed by 1 per
centage point, the profits share increases 
by 0.4 percentage points and the wage 
share declines by about 0.2 percentage 
points, refiecting cyclical improvement 
in productivity. In subsequent quarters, 
both shares move back toward their 
initial values. 

Tax bases.—Three supplementary 
equations—^for dividends, for the dif
ference between personal interest in
come and net interest, and for the 
corporate CCAdj—are specified some
what differently from the six share 
equations. Together these nine equa
tions yield the tax bases for each type 
of receipt as defined in the NIPA's. 

For personal tax and nontax pay
ments, the tax base is adjusted personal 
income, defined as the sum of: 

1. Wages and salaries 
2. Proprietors' income (^vith IVA 

and CCAdj) 
3. Eental income of persons (-wdth 

CCAdj) 
4. Dividends 
5. Personal interest income, con

sisting of 
a. Net interest, 
b. Interest paid by government 

to persons and business 
less interest received by 
government, 

c. Interest paid by consumers 
to business. 

An equivalent definition of adjusted 
personal income is total personal income 
less other labor income less transfer 
payments to persons plus personal con
tributions for social insurance. 

Wages and salaries, proprietors' in
come with IVA and CCAdj, rental in
come of persons with CCAdj, and net 
interest are estimated using the six 
income share equations. Supplementary 
equations are used for dividends, and 
for the difference between personal in
terest income and net interest. The 
equation for dividends uses the longrun 
elasticity ot dividends ^vith respect to 
corporate profits before tax, i.e., book 
profits, and the relative size of the book 
profits gap. The equation for the differ
ence between personal interest income 
and net interest uses the GNP gap and 
a time trend. 

For corporate profits taxes, the tax 
base is book profits. The income share 
equation for corporate profits provides 
estimates of corporate profits with IVA 
and CCAdj. Book profits excludes both 
the IVA and CCAdj. The IVA is closely 
related to changes in the price level. 
However, because the price level is 
assumed to be the same at high employ
ment as at actual employment, the IVA 
has very little effect on the gap be
tween actual and high-employment 
book profits. The CCAdj, however, is 
significantly related to the profits gap 
as well as to the price level. Therefore, 
the CCAdj is adjusted using an equa
tion that estimates changes in the 
CCAdj share of GNP on the basis of 
changes in the lagged share, changes in 
the GNP gap, and a variable represent
ing changes in the tax law. 

For contributions for social insurance, 
the tax base is either wages and salaries 
(adjusted for program coverage) or 
proprietors' income, depending on the 
social insurance program. For indirect 
business taxes, the tax base is GNP. 

Income component/QNP 

Other labor income and employer contributions for social 

Corporate profits with IVA and CCAdj 

Bental income of persons with CCAdj, and net interest-

Con
stant 
term 

0.5310 
(83.49) 

.0123 
(2.31) 
.1211 

(17.57) 
.1237 

(39.74) 
.0324 

(24.96) 

.1796 

Table 8 .— I n c o m e Share Equat ions 

Coefficients 

Time 

0.00065 
(11.58) 

-.00037 
(-4.74) 
-.00058 

(-15.99) 
. 00026 
(17.02) 

.00004 

GNP 
GAPi 

0.2221 
(9.49) 

.0186 
(1.87) 

-.3928 
(-15.28) 

.0507 
(5.02) 

.1014 

GNP 
GAP ,-, 

-0.-1231 
(-5.08) 

-.0169 
.(-1.62) 

.0400 
(1.49) 

.0182 
(1.67) 

.0818 

GNP 
GAPt-3 

-0.0890 
(-3.67) 

-.0064 
(-0.61) 

.0600 
(2.24) 

.0021 
(0.19) 

.0334 

GNP 
GAP t-3 

-0.0224 
(-0.91) 

-.0133 
(-1.34) 

.0181 
(0.67) 

.0015 
(0.13;) 

.0161 

GNP 
GAP t-( 

-0.0501 
(-2.18) 

.0899 
(3.64) 

-.0194 
(-1.97) 

-.0204 

SGAP 
coeffi
cients 

-0.0625 

-.0180 

-.1848 

.0530 

.2123 -

E" 

0.96 

.40 

.83 

.89 

.83 

SE 

0.0021 

.0009 

.0023 

.0017 

.0009 

Rho" 

0.98 

.98-

.94 

.87 

.82 

1. Prom initial nonlinear least-squares regression. 
2. Coefficients derived from the constraint that the sum across equations of the coefficients 

on the constant term equals 1, and the sum of coefficients for each variable in all six equations 
equals zero. 

NOTE.—Convergence obtained in five iterations. Convergence criterion: All changes in coeffi
cient values between iterations were requ ired to be less than 0.0000001. 

Variable definitions (see text for estimation technique): GNP QAP=(GNPK72- GNP72)/ 
GNPK72, where GNPK72 is real potential GNP and QNP72 is real GNP. Time=l in 1948:1 
increasing by 1 thereafter. 

Estimation period: 1955:1 to 1979:4. 
Numbers in parentheses are t-statistics. 
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Personal tax and nontax receipts 
Personal tax and nontax receipts in 

the NIPA's are measured on a "when 
paid" basis and cover not only the in
dividual income tax, but also estate and 
gift taxes and certain fines and fees. 
The income tax was more than 97 per
cent of the total in 1978. The method
ology described is for the income tax; 
the results are applied to the total. 

The individual income tax is the 
largest source of Federal receipts. Its 
share in total receipts has been stable; 
for both 1955-58 and 1976-79, it was 
45 percent. The progressivity of the tax 
has driven the share up, but periodic 
tax cuts have brought it back down. 

Estimates of the overall elasticity of 
the individual income tax with respect 
to income vary widely. To an important 
extent, this variation is due to the fact 
that different elasticities are appropri
ate for different sources of change in 
income. The estimates of the overall 
tax elasticity used here, which average 
1.4, are thought to be appropriate for 
translating cyclical fluctuations in in
come into receipts gross-ups, but are 
probably not appropriate for longrun 
projections or for studies of the impact 
of inflation on receipts. 

To understand why tax elasticity esti
mates vary and why different esti
mates are appropriate for different uses, 
it is helpful to distinguish between two 
sources of change in the aggregate 
income reported on tax returns: changes 
in the number of returns and changes in 
income per return. An increase in the 
number of returns, if the additional 
returns have incomes similar to existing 
returns, should raise reported incomes 
and income taxes by the same pro
portion, which is equivalent to a tax 
elasticity of 1.0. An increase in iacome 
per return, whether due to price 
change or to real income change, is 
generally taxed at a marginal rate 
higher than the taxpayer's average 
rate, which is equivalent to a tax 
elasticity larger than 1.0. For example, 
a four-person family with an adjusted 
gross income (AGI) of $20,000 in 
1979, taking the standard deduction, 
would face a marginal tax rate on 
additional income of 24 percent and an 
average tax rate of 11.3 percent, or a 
tax elasticity—the ratio of the marginal 
rate to the average rate—of 2.1. 

Trends in incomes over the last 30 

years have consisted of a relatively 
large component of increases in income 
per tax return, and only a relatively 
small component of increases in the 
number of tax returns. Cyclical fluctua
tions, in contrast, have been split 
much more evenly between these two 
components. Consequently, trend pro
jections of tax receipts should be based 
on higher tax elasticities than tax 
receipts gross-ups, which are due to 
cyclical fluctuations in income. 

Typically, estimates of the overall 
tax elasticity based on time series 
refer to some average of trend move
ments and cyclical fluctuations.'^ They 
are, therefore, higher than the esti
mates used in the high-employment 
budget calculations. 

Estimates of the overall tax elasticity 
based on cross-section studies employ 
some average of changes in income per 
return and changes in the number of 
returns." Most of them give.a smaller 
weight to changes in the number of 
returns than is appropriate for analyz
ing the impact of cyclical fluctuations in 
income.^" Consequently, they too, tend 
to be higher than the estimates used 
here. 

Basic approach.—A& the first step, 
a gap in adjusted personal income is 
factored into a gap in the number of 
returns and a gap in income per return.^' 
Each of these is further separated into 
a gap for single returns and a gap for 
nonsingle returns. There are thus four 
components of a gap in adjusted per
sonal income. Tax elasticities of 1.0 
are apphcable to number-of-retums 
gaps because these components are 
defined as changes in number of returns 
holding constant both income per 
return and the distribution of income 
among returns. Tax elasticities that are 
estimated annually from published In
ternal Eevenue Service (lES) statistics 
are appHed to income-per-returns gaps.̂ ^ 

The overall elasticity of the individ
ual income tax with respect to income 
depends on the four components of the 
gap and their tax elasticities. The 
rather complex formula is essentially 
a weighted sum of the component gaps 
multiplied by their elasticities, all 
divided by a weighted sum of t he com
ponent gaps. The exact formula follows, 
with the subscripts referring to single 
returns, and the subscript^ to n onsingle 
(largely joint) returns: ^̂  

(10) 

where: 

ET-API = 
[n,+ (y.—n,y.)e,.„.} t.+ {Tt,-f (y,—n,yi) 6,.^,-] (l — l,) 

{n,+y,—n,y,]a,+ [n,+y,— n,y,} (1—o.) 

Sr.,iP7=elasticity of individual income tax 
with respect to adjusted personal 
income; 

n,=percent gap, number of single 
returns; 

A,-=percent gap, number of non-
single returns; 

J/.=percent gap, income per single 
return; 

y,=percent gap, income per nonsingle 
return; 

e<.B.=tax elasticity for income per re
turn, single returns; 

ej.„,=tax elasticity for income per 
return, nonsingle returns; 

<,=tax liabilities from single returns 
as a fraction of total individual 
income tax liabilities; 

a,=adjusted gross income for single 
returns as a fraction of total 
adjusted gross income. 

The elements of this formula ob
viously do not fully represent the 
complexities of the individual income 
tax. They do, however, incorporate 

18. Time-series estimates appear on pp. 390-94 of Joseph 
A. Pecbman, "Responsiveness of the Federal Individual 
Income Tax to Changes In Income," Brookings Papers on 
Economic Activity, no. 2 (1973), pp. 385-421. See also, William 
H. Waldorf, "The Responsiveness of Federal Personal Income 
Taxes to Income Change," SURVEY, December 1967, pp. 
32-45; and Victor Yu, "Fluctuations of the Income Elasticity 
of the Income Tax", Congressional Budget Office technical 
staff paper (1980). 

19. Peohman, "Responsiveness of the Federal Individual 
Income Tax," pp. 394-402, contains cross-section estimates 
designed to be appropriate for longnm projections. David 
GreytaK and Richard McHugh, "Inflation and the Indi
vidual Income Tax," Southern Economic Journal, vol. 45 
(July 1978), pp. 168-80, contains cross-section estimates based 
solely on increases in income per return, appropriate for 
analyzing the impact of inflation on tax receipts. 

20. Tho Peohman study includes estimates (for three differ
ent tax laws) of an aggregate tax elasticity that is cyclical 
("Responsiveness of the Federal Individual Income Tax," 
p. 404, estimates labeled "vertical elasticity"), bu t the esti
mates assume no cyclical deviations from trend in number of 
returns. Consequently, the Pecbman estimates are higher 
than most of the annual estimates presented here. 

21. The income share equations permit the calculation of 
adjusted personal income at both actual and high-omploy-
ment levels. Adjusted personal income resembles AOI, tho 
income measure used in individual income tax law, but differs 
from it in two major ways: (1) AGI understates many types 
of nonwage income because of underreporting, and (2) AGI 
includes some capital gains, which are excluded from personal 
income. 

22. I R S statistics measure income tax liabilities, while the 
NIPA's measure income tax payments. The elasticities used 
to estimate tax payments gross-ups are thus based on the 
relationship of tax liabilities to income. 

23. If there were only one type of tax return, then the 
income gap would be (n+v—ny), the sum of gaps in the 
nimiber of returns (n) and in income per retrun (.v) minus 
their interaction. The tax gap corresponding to this income 
gap is obtained by multiplying yby its elasticity, et.n and n 
by its elasticity, 1.0, to obtain (.n+(.y-'nv)e,.,). The elasticity 
is the ratio of the second expression to the first. Equation (10) 
is an extension of tliis simple case to two types of tax returns. 

333-157 0 - 80 - 5 ; QL 3 
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important factors. The distinction be
tween single and nonsingle returns 
captures major differences in tax sched
ules, and the distinction between num
ber of returns and income per return 
captures a major infiuence on the over
all tax elasticity. 

The paragraphs that follow describe 
how each of the elements of this formula 
is measured: (1) the number-of-retums 
gaps, (2) the income-per-return gaps, 
(3) the shares of income and taxes, and 
(4) tax elasticities. The description 
concludes with a summary of the over
all tax elasticity from 1955 to 1979. 

Number-of-returns gaps.—The first 
step in calculating the number-of-
retums gaps is to estimate the relation
ship of the overall employment gap to 
the GNP gap. This relationship indi
cates that, on the average, each 1-per
centage point change in the GNP gap 
produces a 0.62 percentage point change 
in the employment gap. The equation 
is: 
(11) iS(?.AP=-0.001-1-0.62 (GNPGAP) 

( - 0 . 9 ) (12.4) 

^2=0.88; D—W=X.&; 

Period of fit=1955-77; 
(i-statistics in parentheses). 

where EGAP is the employment gap. 
To go from employment to the num

ber of single returns and number of 

! CHART 10 

Changes From Preceding Year in 
Employment and in Single Returns, 1953-77 
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Data: Internal Revenue Service, Siatistics ot Income, and Bureau of the Census, 
Cimwl Popvfafion Surveys. 

U.S. Department of Commerce, Bureau of Economic Analysis so-i 

nonsingle returns, two relationships 
are estimated between annual changes 
in single and nonsingle returns, respec
tively, and the change in employment. 
Chart 10 depicts the relation between 
changes in employment and changes in 
the number of single returns. Eegression 
results iadicate that thenumber of single 
returns changes by 81 for a change of 
100 in the number employed; number 
of nonsiagle returns changes by only 10 
for a change of 100. The equations are: 
(12) AS=-350.9-1-0.81 A£;-5659 ADS 

(-2.3) (8.9) (-3.7) 
(13) AJ'=488.0-|-0.10 AS-1336 A D / 

(3.4) (1.2) ( - 1 . 5 ) 

For equation (12), 

S2=0.80; D - P r = 1 . 4 . 

For equation (13), 

^2=0.07; D-W=1.4:. 
Period of fit: 1953-77 (annual) 

(i-statistics in parentheses), 
where: 

S = number of single returns; 
/ = number of nonsingle returns; 
E = total civilian employment; 
DS, DJ = minimum income for which tax 

returns are required, as a ratio 
to personal income per capita, 
for single and nonsingle re
turns, respectively. 

Income-per-return gaps.—To estimate 
the income-per-return gaps for single 
and nonsingle returns, the first step is 
to specify an identity that translates 
the adjusted personal income gap and 
the overall employment gap into an 
income-per-person-employed gap. The 
identity is: 

API GAP-EGAP 
(14) APIIEGAP=- 1-EGAP 
where API/EGAP is the income-per-
person-employed gap, APIGAP is the 
adjusted personal income gap, and 
EGAP is the employment gap.̂ * 

24. To establish the identity, \etAPIKeq,xisA high.employ-
ment adjusted personal income, API equal actual adjusted 
personal income, EK equal higli-.employment employment, 
and E equal actual employment. Then the right-hand side 
of the identity is: 

APIK-API EK-E 
APJK EK 

EK-E 
' EK 

_V.* AFIK) \ EK) _EK 
API 

APIK 

• ( - ^ ) 

E 
EK 

Multiplying the numerator and the denominator of the last 
expression hy APIK/E gives high'.omployment income per 
porson employed less actual income per peison employed, 
divided by high.employment income per person employed— 
which is tho income-per-person-«mployed gap. 

The next step is to specify two equa
tions relating annual changes in AGI 
per return for single and nonsingle 
returns, respectively, to the change in 
adjusted personal income per person 
employed. The equations indicate that 
a 1-percent change ia adjusted personal 
income per person employed leads to a 
1.18 percent change in AGI per single 
return and a 1.13 percent change in 
AGI per nonsiagle return. These two 
coefficients are used to translate the 
income per person employed gap (API/ 
EGAP) into income-per-return gaps for 
single and nonsingle returns. 

The equations follow: 
(15) AlogAG7/S=-0 .012 

( - 0 . 8 ) 

-M.18 A log API/E+0.18 ADS 
(4.2) (3.4) 

(16) Alog.4(?7//=—0.002 
( - 0 . 1 ) 

-f 1.13 Alog API/E—0.02 ADJ 
(5.0) ( - 0 . 9 ) 

For equation (15), 

:«2=o.56; D-W=1.9 

For equation (16), 

S2=0.53; D-W=2.2 

Period of fit=1956-77 (annual). 

where AGI/S is AGI per single return, 
AGI/J is AGI per nonsingle return, 
and API/E is adjusted personal in
come per person employed. 

Shares of income and taxes.—The in
come and tax weights used in equation 
(10) were actual, rather than high-
employment, shares of liabilities from 
single and nonsingle returns in total 
tax liabilities and of AGI on single and 
nonsingle returns in total AGI. This 
simplification seemed reasonable be
cause, although the actual and high-
employment shares differed, the differ
ences were extremely small for income 
gaps no larger than those of the 1955-
78 period. 

The share of liabilities from single 
returns was the same in 1955 and 1978, 
19 percent; in the intervening years, it 
gradually fell to a low of 15 percent in 
1971 and then gradually rose. The 
share of AGI from single returns was 
lower in 1955 than in 1978, 18 com
pared Avith 21 percent. It reached a low 
of 16 percent in 1961-65, falling slowly 
until then and rising slowly afterwards. 

Tax elasticities.—The two tax elastic-
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CHART 11 For finite changes, the method used in 

Adjusted Gross Income and 
Income Taxes, 1977 
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ities applicable to number-of-returns 
gaps are 1.0, because they measure the 
taxes that accompany additional re
turns when income per return and the 
distribution of income are held con
stant. If in fact the typical marginal 
return has a below-average income, 
then income per return -will tend to fall 
when additional returns are added, but 
the income-per-return gaps will take 
account of this decline. 

The two tax elasticities applicable to 
average income-per-return gaps are 
cross-section estimates prepared for 
each year using lES, Statistics of In
come, Individual Income Tax Returns, 
which shows tax liabilities by AGI 
intervals. Average income tax and aver
age AGI by AGI intervals for 1977 are 
plotted in chart 11 on a double loga-

/ rithmic scale. One method of obtaining 
elasticities is to estimate the slopes of 
the two curves in the chart, weighting 
each point by its share of total tax 
liabilities. 

In this study, elasticities are obtained 
by dividing a weighted average of 
marginal tax rates by a weighted aver
age of average tax rates. The weights 
are proportional to AGI in each interval. 
The two methods yield the same restdts 
for infinitely small changes in income. 

this study yields slightly higher 
elasticities."^ 

Elasticities for income-per-return gaps 
range from 1.38 for single returns in 1963 
to 1.73 for nonsingle returns in 1977 
(table 9). The elasticities are somewhat 
higher in recent years; the higher level 
may be due to the increase in standard 
deductions. 

Overall results.—^As the final step, 
the overall tax elasticity derived 
from equation (10) is smoothed. A 5-
year moving average of absolute values 
of the numerator is divided by a 5-year 
moving average of absolute values of 
the denominator to obtain the final 
elasticity for each year. The principal 
reason for the smoothing is that in years 
when the GNP gap is close to zero, 
even very small changes in either the 
numerator or the denominator can 
cause enormous changes in the un-
smoothed series. (The tax elasticities 
in these years, however, have Uttle 
eflfect on high-employment budget 
totals, because they are applied to very 
small income gaps.) The tax elasticity 
for the individual income tax ranges 
from 1.30 to 1.47, as table 10 shows. 
The table also shows the unsmoothed 
tax elasticity. 

To test the sensitivity of the high-
employment budget estimates to the tax 
elasticity estimates, the tax elasticity 

Table 10.—Elasticities of Individual Income 
Tax with Respect to Adjusted Personal 
Income 

25. See U.S. Treasury Department, Office of Tax Analysis, 
"Estimated Changes in Personal Income Tax Elasticity: A 
study Outline," technical staff paper (March 1979). 

Table 9.—Elasticities of the Individual In
come Tax with Respect to Adjusted Gross 
Income Per Return 

Year 

1955 
1956 -
1957. 
1958.— 
1959 

1960 
1961 

1965 

1967. -

1969. -

1970 
1971 
1972 
1973 
1974 

1975 
1976 
1977.-
1978 

Singla 
returns 

1.53 
1.46 
1.48 
1.56 
1.47 

1.46 
1.45 
1.45 
1.38 
1.52 

1.52 
1.51 
1.50 
1.49 
1.53 

1.54 
l.SS 
1.61 
1.59 
1.57 

1.63 
1.64 
1.71 
1.68 

Nonsingle 
returns 

1 68 
1.67 

1.64 

1.65 
1.62 
1.61 
1.64 
1.67 

1.67 
1.63 
1.61 
1.56 
1.56 

1.56 
1.59 
1.61 
1.60 
1.59 

1.67 
1.69 
1.73 
1.70 

Year 

1955 — - — 
1956 

1958lIiri""II""""IIII""I"I 
1959 

1960. -
1961 
1962 -
1963 — 
1964. -

1965.. .— -
1966 - -
1967. -
1968 

1970. 
1971 .— 
1972 
1973 
1974 . 

1975 
1976 
1977 
1978 

Un
smoothed 

2.14 
1.32 
1.37 
1.40 
1.42 

L.'iS 
1.40 
1.42 
1.45 
1.50 

1.75 
1.32 
1.34 
1.26 
1.35 

1.26 
1.36 
1.48 
.48 

1.22 

1.37 
1.42 
1.48 
1.48 

'1.40 

Final 

1.47 
1.42 
1.42 
1.39 
1.39 

1.40 
1.41 
1.42 
1.41 
1.44 

1.44 
1.40 
1.36 
1.30 
1.32 

1.35 
1.34 
1.31 
1.35 
1.37 

1.38 
1.40 
1.42 
1.44 
1.46 

1. This estimate is based on the assumption that the in
come-per-return tax elasticities with respect to AGI and the 
single and nonsingle returns shares of AGI and taxes are the 
same in 1979 as in 1978. 

and the associated receipts gross-up 
Avere recalculated using tax elasticities 
for income-per-retum 0.1 higher than 
those shoAvn in table 9. The maximum 
difference in the two estimates of high-
employment receipts, which was 
reached in the first quarter of 1975 
when the GNP gap was at its maximum, 
was about $800 million, or one-quarter 
of 1 percent of high-employment 
receipts. 

Corporate profits tax accruals 

Corporate profits taxes, which are 
recorded in the NIPA's on an accrual 
basis, have declined from 29.0 percent 
of Federal receipts in 1955 to 15.7 
percent in 1979. Two major factors 
have contributed to this decline: Cor
porate profits have declined as a share 
of GNP, and the average tax rate on 
corporate profits has fallen about 10.5 
percentage points. The fall in the 
average tax rate reflects reductions in 
statutory tax rates and the enactment 
of tax credits, particularly the invest
ment credit. 

Corporate profits tax accruals are 
highly sensitive to the business cycle, 
because, as shown in table 8, corporate 
profits generally rise and fall more than 
in proportion to changes in real GNP. 
Less well understood is the sensitivity 
of the average tax rate to the business 
cycle. This subject is the major focus 
of the following discussion. 
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Table 11.-—Corporate Profits Tax R a t e Schedu le 
[Percent] 

Period 

1955-63 
1964 - — -
1965-74 -
1975-78 - — 
1979 - - -

Pirst 
$25,000 

30 
22 
22 
20 
17 

Second 
$25,000 

52 
50 
48 
22 
20 

Third 
$25,000 

52 
50 
48 
48 
30 

Fourth 
$25,000 

52 
50 
48 
48 
40 

Above 
$100,000 

52 
50 
48 
48 
46 

NOTE.—A surcharge of 10 percent was applied to tax liabiUties in 1968 and 1969, and ot 2.5 percent in 1970. 
Source: Department of Treasury, Internal Eevenue Service. 

Corporate profits before tax in the 
NIPA's include the earnings of the 
Federal Eeserve System that are de
posited in the Treasury and rest-of-
the-world profits, which are measured as 
net receipts of dividends and branch 
profits from abroad. I t is assumed that 
both the earnings of the Federal Ee
serve and rest-of-the-world profits are 
invariant to the cycle. Accordiogly, 
the analysis of the cyclical sensitivity 
of the average corporate tax rate that 
follows uses modified measures of corpo
rate profits and profits taxes from 
which these two components have 
been removed. 

Several factors could cause the aver
age tax rate on modified profits to be 
cyclically sensitive. One factor is that 
the tax rate structure is slightly pro
gressive, as shoivn in table 11. The 
other factors, which are discussed next, 
vary disproportionately mth profits 
over the cycle and therefore cause the 
average Federal tax rate to change 
cyclically. 

(1) State corporate income taxes, 
which can be deducted in arriving at 
taxable profits, are less cyclically sensi
tive than corporate profits, mainly 
because States raise their tax rates dur
ing recessions and lower them during 
recoveries.^' 

(2) Tax-exempt interest income is a 
component of profits that is less 
cyclically sensitive than corporate prof
its. This factor has become increasingly 
important because tax-exempt interest 
income has risen from 1.0 percent of 
corporate profits in 1955 to 5.2 percent 
in 1977. 

(3) Eealized capital gains, which are 
taxed but which are not included in 

26. See Robert C. Vogel, "The Responsiveness of State and 
Local Eeceipts to Changes in Economic Activity: Extending 
the Concept of the Full Employment Budget," U.S. Con
gress, Joint Economic Committee, Studies in Price Stability 
and Economic Growth, paper no. 7 (June 1975). Research for 
this article found similar results. 

corporate profits before tax, are more 
cyclically sensitive than profits. Corpo
rate capital gains decrease relative to 
corporate profits during a cyclical down
turn and increase relative to profits 
during a recovery.^' 

(4) Only profits of corporations earn
ing profits are taxed, while losses 
of loss corporations are deducted from 
profits of corporations earning profits in 
arriving at corporate profits before tax. 
Corporate losses can significantly affect 
the average tax rate on modified 
profits over the cycle because corporate 
losses increase during a recession and 
fall during a recovery. The effect of 
losses is complicated by the fact that 
they can be deducted from profits up 
to 3 years prior to, or 5 years foUoAving, 
the year in which the loss occurs. I t is 
estimated that roughly 20 percent of the 
losses are carried back and 30 percent 
are carried forward. 

(5) Tax credits may be cyclically 
sensitive to a different extent than 
profits. The foreign tax credit is 
associated with profits earned by U.S. 
corporations operating abroad, which 
are assumed to be insensitive to the 
cycle. The sensitivity of the other major 
credit, the investment credit, is dis
cussed in connection with equation (17). 
This credit was enacted in 1962, and 
was set at a maximum of 7 percent of 
expenditures on depreciable machinery 
and equipment. The maximum rate 
applied to assets -ŝ dth a useful life of 7 
years or more. For assets Avith useful 
lives of 3 to 5 and of 5 to 7 years, the 
credit was one-third and two-thirds, 
respectively, of the maximum rate. The 
credit was applicable at 7 percent from 
January 1, 1962, to October 9, 1966; 
repealed; reenacted, applicable from 

March 9, 1967, to April 17, 1969; re
pealed; and reenacted again, applicable 
from April 2, 1971, to December 31, 
1974. On January 1, 1975, the rate was 
raised to 10 percent; the one-third and 
two-thirds scaledown was continued. 
Investment credits used by corpora
tions in 1977 were $9.0 bUUon, 5.6 
percent of modified corporate profits. 

Restdts.—The framework within 
which the corporate profits tax elasticity 
is estimated is based on the following 
equation. 

(17) 

where: 

CPT=r(IST)-C 

CPT = corporate profits tax liability; 
r = the average tax rate, before credits, 

on income subject to tax; 
1ST = corporate income subject to tax; 

C = tax credits. 

Corporate income subject to tax, 1ST, 
is approximated by adding losses (ex
pressed as a positive value) and capital 
gains to modified profits, and subtract
ing State corporate profits taxes, 
tax-exempt interest, and deductions for 
loss carryovers. 

From equation (17), the marginal 
corporate tax rate on modified profits 
and the elasticity of taxes to modified 
profits can be derived as follows: 

(18) 

a CPT 
dCP -<W)*'^-(^} dC 

'dCP 

27. Capital gains in the lumber and paper industry are con
sidered ordinary income in the NIPA's, and accordingly are 
included in corpotato profits before taxes. Capital gains as 
defined in this article therefore exclude these capital gains. 

where CP=modified corporate profits. 

(19) EcpT-cp 

r(IST)[(l+Er.iaT)EiaT.cp]-C(Ec.cp) 
r(IST)-C 

Thus, the elasticity of corporate prof
its taxes with respect to modified 
profits depends on three other elastici
ties: (1) the average tax rate with re
spect to income subject to tax, (2) 
income subject to tax with respect to 
modified profits, and (3) tax credits 
mth respect to modified profits. Each 
of these elasticities is discussed below. 

The effect of the progressivity of the 
rate structure on the corporate profits 
tax elasticity was estimated by first 
calculating five series of hypothetical 
tax liabilities (before credits) for the 
last 25 years, each series based on one 
of the five schedules that were in effect 
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during this period. The series were 
constructed by applying each of the 
schedules to Statistics of Income, Corpo
ration Income Tax Returns data sho^ving 
the total amount of profits earned in 
each of the income classes. For each 
of the five series, estimated tax liabili
ties were regressed against income sub
ject to tax, as shown in table 12. 

Equation A in table 12 was used to 
estimate the effect of the progressive 
rate structure on the corporate profits 
tax elasticity from 1955 to 1963. The 
coefficient on the independent variable 
represents the marginal tax rate on in
come subject to tax. This coefficient 
(0.519) was divided by the average tax 
rate for each of the years 1955 to 1963 
to estimate the elasticity of ta.x liabili
ties (before credits) to income subject 
to tax in each of these years. The co
efficients of equations B through E 
were used in a similar manner to esti
mate elasticities in subsequent years. 

The elasticity of the average ta.x rate 
with respect to income subject to tax, 
which is the elasticity calculated above 
less 1, was 0.08 in 1955. Subsequently, 
it declined steadily as rising average 
corporate profits diminished the rela
tive importance of the first tax bracket. 
This downward trend was interrupted 
in 1975 and again in 1979 when the tax 
law changes made the corporate profits 
ta.x more progressive. Nevertheless, the 
elasticity was estimated to have fallen 
to 0.02 by 1979. 

The elasticity of income subject to 
tax with respect to modified profits is 
derived from the following basic 
equation: 

Table 13.—Cyclical Sensitivity Estimates of Selected Adjustments to Corporate Profits 
with Respect to Modified Corjiorate Profits 

(20) 
i = l 

Adjustments: 

State corporate profits 

Con
stant 
term 

-0.354 
(-4.4) 

-1.690 
(-13.2) 

.776 
(1.2) 

-1.379 
( - .8 ) 

- .633 
(-2.3) 
3.616 

(.4) 

Coefficients 

$GNP 
Gap" 

-0.011 
(-6.6) 
- .002 
(-1.2) 
- .030 
(-2.8) 

.043 
(2.S) 

- .006 
(-2.0) 
- .291 
(-6.4) 

Potential 
GNP 

0.008 
(14.7) 
.005 

(38.5) 
.006 
(7.2) 
.013 
(7.6) 
.004 

(13.9) 
.088 

(10.5) 

E A D J | - G N P 

at mean 

1.5 

.9 

4.3 

- 3 . 9 

1.9 

3.1 

E A D J J . C P 

at mean 

0.5 

.3 

1.4 

- 1 . 2 

.6 

n.a. 

E» 

0.91 

1.00 

.84 

.96 

.98 

.98 

D-W 

2.04 

1.99 

1.78 

1.51 

1.58 

1.66 

SE 

0.20 

.14 

.95 

1.56 

.30 

4.99 

Bho 

0.93 

.53 

.83 

n.a. Not applicable. 
1. $QNP gap=Potential GNP less actual GNP, in current dollars. 
NOTE.—Numbers in parentheses are t-statistios. 

where ADJi represents the i'" adjust
ment to modified profits made, as 
mentioned earlier, to approximate in
come subject to tax. Based on equation 
(20), the elasticity of income subject to 
tax with respect to corporate profits 
can be sho^vn to be: 

(21) EisT-cp-

CP-'^ ADJi(EADJi.cp) 
i ^ l 

CP-'^ ADJi 

Thus, the degree to which EIST-CP 

differs from I'.O depends on the degree 
to which the weighted average of 
EADJ^-CP differs from 1.0. 

The elasticity of each of these ad
justments with respect to modified 
profits is calculated in two steps. First, 
the cyclical sensitivity of each of the 
adjustments and of modified profits 
is estimated in a manner analogous 
to the income share equations dis
cussed earlier, i.e., by using the GNP 

Table 12.—Constant-Law Corporate Profits Tax Liabilities (Before Credits) as a Function 
of Income Subject to Tax 

Equation 

A 

B 

c 
D 

E 

Tax law' 

1955 to 1963 

1964 — 

1965 to 1974 ' 

1975 to 1978 —. 

1979 -

Constant 
term 

-0.675 
(-5.9) 
- .824 
(-4.9) 
- .798 
(-5.9) 

-1.299 
(-5.0) 

-1.426 
(-5.0) 

Coefficient: 
income 
subject 
to tax 

0.519 
(601.2) 

.497 
(303.5) 

.478 
(468.7) 

.474 
(252.1) 

.452 
(212.7) 

R2 

1.00 

1.00 

1.00 

1.00 

1.00 

D-W 

1.60 

1.82 

1.60 

2.30 

2.23 

SE 

0.05 

.12 

.06 

.10 

.12 

Rho 

0.90 

.70 

.90 

.91 

.90 

gap as an independent variable.^* The 
resulting coefficients and elasticities 
derived from them are shoAvn in table 
13. 

The elasticities of the adjustments 
with respect to GNP were divided by 
the elasticity of modified profits with 
respect to GNP to produce estimates, 
also shown in table 13, of the elastici
ties of each adjustment with respect 
to modified profits. 

"When these results are incorporated 
into equation (21), the elasticity of 
income subject to tax with respect to 
modified profits ranges from 0.76 to 
0.79 with a mean of 0.78. The effect 
of corporate losses is clearly dominant, 
because it is the only adjustment that 
causes the elasticity to be less than 1.0. 

The analysis of the cyclical sensitivity 
of the investment credit is compUcated 
by two major factors. First, the nu
merous legislative changes severely limit 
the use of direct time series analysis. An 
alternative approach was tried on the 
assumption that the cyclical sensitivity 
ol investment in producers' durable 
equipment would be a good pro.xy for 
the cyclical sensitivity of the invest
ment credit. This approach, however, 
was deficient in several ways. As noted 
earlier, the percentage amount of the 
credit varies, depending on the useful 

1. Profits taxes exclude the fax surcharge in effect during 1968-70. The surcharge increased tho marginal tax rate but did 
not affect the elasticity. 

NOTE.—Numbers in parentheses are t-statistics. 

28. Forestimating the cyclical sensitivity of modified profits 
and the adjustments, the dollar value ot the GNP gap and 
of the dependent variable was used. Equations that used the 
percentage GNP gap and shares for the dependent variable 
were Judged less satisfactory. 
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life of the investment. Thus, changes 
in the composition of investment can 
cause credits to change at a different 
rate. Also, producers' durable equip
ment does not cover all investment 
eligible for the credit. 

Second, there are limits on the per
centage of a corporation's tax liability 
tha t can be offset by the investment 
credit. In 1978, the limit was generally 
100 percent of the first $25,000 of tax 
liability and 50 percent of tax liability 
above $25,000.^^ Under current law, 
these credits can be carried back 3 years 
or forward 7 years. The existence of 
unused credits may make credits more 
cyclically responsive than investment 
because, if profits increase faster than 
investment during a recovery, the 
limit on the percentage of a corpora
tion's tax liability tha t can be offset by 
the investment credit would be less 
restrictive. Because the magnitude of 
unused investment credits is relatively 
large—credits carried over from 1976 
were $5.3 bUlion—this factor could be 
quite significant. 

The analysis of the cyclical sensitivity 
of investment in producers' durable 
equipment shows tha t it is less cycli
cally sensitive than profits. Based on 
the approach adopted for table 13, 
the elasticity of investment with re
spect to modified profits is estimated 
to be 0.7. HoAvever, a review of credits 
claimed by corporations for the limited 
number of years when there were no 
major legislative changes suggests rais
ing tha t estimate. I t was therefore 
assumed that the elasticity of credits 
with respect to profits is 1.0. The over
all elasticity of taxes with respect to 
modified profits is not sensitive to this 
assumption. If the elasticity were 
assumed to be 0.7 instead of 1.0, the 
overall elasticity would be raised only 
0.01. 

Combining these results ior-Er-isr, 
.EisT-cp, and Ec-cv in equation (19) 
produces overall elasticity estimates 
tha t range from 0.79 to 0.83, with a 
mean value of 0.80, for the period from 
1955 to 1977. Because of the narrowness 

of this range, the mean value was used 
for all years. 

Indirect business tax and nontax 
accruals 

Indirect business taxes in the NIPA's 
are recorded on an accrual basis and 
consist of excise taxes, customs duties, 
and a relatively small amount of nontax 
accruals. Indirect business taxes de
clined steadily as a share of total re
ceipts until 1980, when the windfall 
profits tax was enacted. In 1955, 
indirect business taxes accounted for 
14.7 percent of Federal receipts, com
pared with 6.0 percent in 1979. 

The decline in the share of indirect 
business taxes is largely due to two 
factors. First, a number of excise taxes 
were repealed or reduced. Under the 
Excise Tax Eeduction Act of 1965, 
many manufacturers' and retailers' 
excises were repealed. The auto excise 
tax was eliminated in 1971, and a 
phaseout of the 10-percent tax on 
telephone services began in 1973. Sec
ond, about one-half of indirect business 
taxes are specific (a fixed amount per 
unit) and therefore do not respond 
directly to price level changes. With 
the exception of the gasoline tax, which 
was increased from 1.5 cents to 4 cents 
per gallon in 1959, the major specific 
excise tax rates—such as for alcohol 
and tobacco—^have not been changed 
since 1955. Part ly offsetting the decline 
in the share of excise taxes, the share 
of customs duties increased, as imports 
increased. 

The elasticity of indirect business 
taxes was estimated with respect to 
GNP. Demand elasticities with respect 

Table 14.—Demand Elasticities with Re
spect to Income and Commodity Composi
tion of Indirect Business Taxes 

Elas
ticities 

Composition 

Percentages of 
total 

1959 1969 1979 

29. The percentage applicable to tax liability in excess ot 
$25,000 was Increased to CO percent in 1979 and 70 percent in 
1980; it will increase an additional 10 percentage points in 
both 1981 and 1982, reaching its permanent level ol 90 percent 
in 1982. 

Alcoholic beverages 
Tobacco products 
Gasoline and oil 
other specific excises 
Telephone services 
Autos and trucks 
Retailer and other manufac

turing excises 
All other excises 
Customs duties... 
Nontax accruals 

0.5 
.25 
.5 
.7 
.5 

3.0 

1.25 
.5 

1.5 
.25 

24.4 
14.8 
15.5 
3.8 
5.7 

12.8 

7.0 
5.4 
8.4 
2.2 

24.1 
11.0 
17.9 
5.8 
7.3 

13.2 

.3 
2.2 

12.5 
5.7 

20.3 
8.7 

15.0 
6.7 
4.1 
3.3 

.4 
5.9 

24.9 
10.8 

Table 15.—Elasticitiy of Indirect Business 
Taxes with Respect to GNP 

Year 

1955 
1956 
1957 
1958 . 
1959 

1960 
1961 
1962 
1963 
1964 . . 

1965 
1966 
1967 
1968 _ 
1969 . . 

1970 
1971 
1972 
1973 _ 
1974 

1975 
1976 
1977 
1978 . 
1979 

Elasticity 

94 
go 

98 

95 

84 
72 

.69 
72 

.78 
73 
76 

.80 

.80 

to income for ten categories of taxed 
commodities were weighted by the 
composition of indirect busioess taxes. 
The demand elasticities, which were 
derived from other studies, and the 
composition of the taxes for selected 
years are shoAvn in table 14. 

The equation for the elasticity of 
indirect business taxes with respect to 
GNP follows: 

(22) EiBT.f7ifp=y^, ai(EQ.r^) 
i=l 

where: 
EtBT-oNP = the elasticity of indirect busi-

iness taxes with respect to 
GNP; 

Ot = indirect business t ax i as a share 
of total indirect business taxes; 

EQ.ri = the demand elasticity with re
spect to income for taxed 
commodity i. 

The changes in the composition of 
indirect business taxes have signifi
cantly altered their elasticity. Their 
elasticity vnth respect to GNP declined 
from a peak of 0.98 in 1964 to a low of 
0.69 in 1973 (table 15). The sharpest 
decline occurred in 1971-72, when the 
automobile excise tax was removed. 
The decline due to elimination of cycli
cally sensitive excise taxes was partly 
offset by an increase in the share of 
customs duties, which are also highly 
sensitive to the cycle. Since 1973, the 
increase in the share of customs duties 
has raised the elasticity to 0.80 in 1979. 
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Table 16.—Composition of Contributions for Social Insurance 

(Percentages of total] 

Year 

1955 
1960 
1965 
1970 
1975 
1979 

Social security and railroad 
retirement 

Social 
security 

63.4 
67.9 
70.7 
79.3 
80.7 
79.2 

Bailroad 
retirement 

6.6 
3.4 
2.6 
1.9 
1.6 
1.5 

Unemploy
ment 

insurance 

16.7 
16.0 
15.2 
7.1 
7.2 

10.2 

Federal 
civilian 

employee 
retirement 

7.0 
9.3 
8.9 
8.0 
7.4 
6.5 

other ' 

3 5 
2 6 
3 7 
3 2 
2 6 

1. Consists of premium payments for supplementary medical insurance and veterans life insurance, and contributions 
for workmen's compensation. 

Contributions for social insurance 

Contributions for social insurance 
consist of contributions for social secu
rity and railroad retirement; unemploy
ment insurance taxes; contributions for 
Federal civilian employees retirement; 
and an "other" category, which con
sists of supplementary medical insur
ance premiums, veterans life insurance 
premiums, and workmen's compensa
tion. These contributions increased from 
12.9 percent of total receipts in 1955 to 
32.0 percent in 1979. The increase was 
due to expanded coverage of existing 
social insurance programs, enactment 
of new ones, and increases in tax rates 
and the taxable wage base. 

As shown in table 16, the composi
tion of contributions has changed sig
nificantly. Social security contributions 
were 63.4 percent of contributions in 
1955 and 79.2 percent by 1979. Over 
the same period, the shares of most of 
the other major components ol contri
butions declined. 

Estimates of high-employment con
tributions are based on the cyclical 
responsiveness ot the tax base for each 
major component of contributions and 
on the tax elasticity of each of these 
components. It is assumed that contri
butions for Federal civilian employees 
retirement and for the "other" category 
are not cyclically sensitive. The analy
sis for the other major components— 
for social security and railroad retire
ment, and for unemployment insur
ance—is described below. 

Social security and railroad retirement 
contributions.—Over the last 25 years, 
the percentage of wages and salaries 
covered by social security increased 
gradually from 81.1 percent in 1955 to 

90.4 percent in 1979; the combined tax 
rate on employers and employees in
creased from 4.0 to 12.26 percent; and 
the taxable wage base increased from 
$4,200 to $22,000. The increase in the 
taxable wage base was much larger than 
the increase in the average covered 
wage, a factor that has increased the 
cyclical sensitivity of social security 
contributions. 

Estimates of the elasticity of social 
security contributions to changes in 
wages and salaries are based on separate 
elasticity estimates for average wage 
per employee and for employment. 
These elasticities are weighted by the 
gaps between actual and high-employ
ment levels of wages and salaries and of 
employment. 

The tax elasticity -with respect to the 
average wage is defined as the percent 
change in social security contributions 
that accompanies a 1-percent change 
in wages and salaries attributable to 
changes in the average wage. This 
elasticity increased significantly in the 
1970's because of the increase in the 
taxable wage base relative to average 
wages. The elasticity estimates, which 
are shown in table 17, are based on 
simulations using the Social Security Ad
ministration revenue estimating model.^" 
They assume an equal percentage in
crease in all wages. Prom 1955 to 1973, 
the tax elasticity with respect to the 
average wage averaged 0.58 and ranged 
from 0.49 to 0.65. Since 1974, however, 
it has exceeded 0.70, and in 1979 it in
creased from 0.71 to 0.83, due to an 
unusually large increase in the taxable 
wage base. 

The tax elasticity with respect to 
employment, defined as the percent 
change in social security contributions 
that accompanies a 1-percent change in 
wages and salaries attributable to 
changes in employment, is assumed to 

30. Time series analyses provided tax elasticities with 
respect to the average wage that were very close to those 
resulting from the simulation analysis. 

Table 17..—Social Security Contributions and Unemployment Insurance Taxes: Ratio of 
Taxable Earnings Base to Average Covered Wage and Tax Elasticity with Respect to 
the Average Wage 

Year 

1955 - - - -
1956 - -
1957 - . 
1958 
1959 - - . 

1960 - . 
1961 
1962 
1963 -
1964 . . . . 

1965 -
1966 -
1967 - - — 
1968 — 
1969 

1970 -
1971 -
1972 -
1973 -
1974 

1976 

19V8 -
1979 » 

Social security contributions 

Ratio ot tax
able earnings 

]ase to average 
covered wage 

1.46 
1.37 
1.32 
1.29 
1.41 

1.36 
1.34 
1.28 
1.25 
1.19 

1.16 
1.51 
1.43 
1.59 
1.49 

1.42 
1.36 
1.46 
1.64 
1.86 

1.87 
1.87 
1.89 
1.86 
2.23 

Tax elasticity 

0.61 
.59 
.57 
.54 
.60 

.57 

.56 

.54 

.52 

.50 

.49 

.63 

.60 

.65 

.62 

.59 

.57 

.60 

.65 

.72 

.71 

.71 

.72 

.71 
,80 

Unemployment insurance taxes 

Eatio of tax
able earnings 

base to average 
covered wage 

1.04 
.98 
.94 
.92 
.88 

.85 

.84 

.80 

.78 

.74 

.73 

.69 

.65 

.61 

.57 

.55 

.52 

.68 

.64 

.59 

.56 

.51 

.48 

.63 

.58 

Tax elasticity 

0.45 
.42 
.39 
.39 
.38 

.37 

.36 

.36 

.35 

.33 

.33 

.33 

.32 

.30 
30 

.29 

.29 

.34 

.32 

.31 

.31 

.30 

.29 

.36 
.34 

» Preliminary. 
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be 1.0. If the distribution of wages of 
job gainers and losers is identical to 
that of the rest of the work force, then 
a change in employment will not bring 
about a change in the average wage. 
Alternatively, if the average wages of 
job gainers and losers are lower, as 
some have argued, then a change in 
employment will change the average 
wage, and this wage change vnll affect 
contributions through the tax elasticity 
^vith respect to the average wage.'* 

A small part of total social security 
contributions consists of those of the 
self-employed, and are related to pro
prietors' income rather than to wages 
and salaries. The elasticity of these 
contributions is assumed to be the same 
as the tax elasticity vnth respect to the 
average wage just described. 

The elasticity of railroad retirement 
contributions is assumed to be the 
same as that of social security contribu
tions (other than those of the self-
employed) . Because these contributions 
are a relatively small part of total 
receipts, errors introduced by this 
assumption are likely to be small. 

The elasticity estimates for social 
security (including railroad retirement) 
contributions are derived using the 
following equation: 

(23) Eas.cws=(p'Xl.O) + (p"XEss.w) 

where: 

Est.ewB = the elasticity of social security 
(including railroad retirement) 
contributions with respect to 
covered wages and salaries; 

p^ = proportion of wage and salary 
gap attributable to changes in 
employment; 

p™ = proportion of wage and salary 
gap attributable to changes in 
the average wage; 

•Esa.w = the elasticity of social security 
contributions with respect to 
average wage. 

The weighted social security (including 
railroad retirement) contribution elas-

Table 18.—Elasticities of Social Security 
(including Railroad Retirement) Contri
butions and Unemployment Insurance 
Taxes with Respect to Covered Wages and 
Salaries 

31. On the wage behavior of job gainers and losers, see 
Chailes M. Beach, "Cyclical Sensitivity of Aggregate Income 
Inequality," Review of Economics and Statistics, vol. 59 
(February 1977), pp. 56-66; Edward M. Gramlich, "The Dis
tributional Effects of Higher Unemployment," Brookings 
Papers on Economic Activity, no. 2 (1974), pp. 293-341; and 
Tliad W. Mirer, "The Distributional Impact of the 1970 
Recession," Review of Economics and Statistics, vol. 55 (May 
1973), pp. 214-23. 

Year 

1955.. 
1956 
1957 
1958.. 
1959 

1960 
1961 
1962 _ 
1963 
1964 . 

1965 
1966 
1967 
1968 
1969 . 

1970. 
1971 
1972 
1973 
1974. 

1975 
1976 
1977 
1978 
1979 

Social security 
contributions 

0.84 
.83 
.79 
.80 
.82 

.80 

.79 

.78 

.74 

.68 

.75 

.82 

.89 

.86 

.86 

.78 

.78 

.82 

.84 

.87 

.87 

.87 

.86 

.85 

.90 

Unemploy
ment insurance 

taxes 

0.78 
.76 
.71 
.74 
.72 

.71 

.69 

.69 

.65 

.57 

.67 

.67 

.81 

.71 

.74 

.61 

.83 

.71 

.69 

.63 

.68 

.68 

.65 

.68 

.68 

ticity ranges from 0.68 in 1964 to 0.90 
in 1979 (table 18). 

In the gross-up of social security 
(including railroad retirement) contri
butions, it is assumed that the total 
dollar amount of the wage and salary 
gap falls into covered Avages and 
salaries. Because only private wages 
and salaries are assumed to be cyclically 
sensitive, and because about 98 percent 
of all such wages and salaries are 
covered by social security, this is a 
reasonable approximation. 

Unemployment insurance taxes.—Un
employment insurance taxes are levied 
on an employer's taxable payroll. The 
tax consists of a Federal and a State 
component, both of which are recorded 
as Federal receipts in the NIPA's.^^ 
The Federal tax rate, which was 0.3 
percent from 1950 to 1970 and has 
ranged from 0.5 percent to its current 
level of 0.7 percent since then, is used to 
finance administrative costs and, in 
the 1970's, certain recession-related 
benefit payments. State tax rates vary 
from State to State and change over 
time; they have averaged about 1.75 

32. This discussion focuses on unemployment insurance 
trust fund receipts. A very small portion of unemployment 
insurance receipts are recorded in the NIPA's for railroad 
employees and Fedeial employees. It is assumed that they 
have the same responsiveness to changes in earnings as 
unemployment trust fund taxes. 

percent over the last 25 years. The 
State component of unemployment 
insurance taxes is credited to individual 
State trust fund accounts maintained 
by the Federal Government. The funds 
are used to finance unemployment 
benefits in each of the States. When 
individual State trust fund balances 
become low, as in recession periods. 
State tax rates are increased. 

The taxable wage base was, for most 
States, $3,000 from 1950 to 1971, $4,200 
from 1972 to 1977, and $6,000 from 
1978 to the present. In contrast to 
social security contributions, the in
crease in the base has been considerably 
less than the increase in the average 
wage. The ratio of the taxable wage base 
to the average wage dropped steadily 
from 1955 to 1971, as shown in table 
17, before increasing in 1972 and 1978, 
when the base was increased. Even 
with these increases, however, the 
ratio was substantially less in 1979 
than in 1955. 

As can be seen from equation (24), 
the estimation of the elasticity of un
employment insurance taxes is similar 
to that of social security contributions. 

(24) Eui.cws=(p'Xl.O) + (p^-X.Eui-w) 

where: 

Eui-cws = the elasticity of unemployment 
insurance taxes with respect to ~ 
covered wages and salaries; 

Eui-w — the elasticity of unemployment 
insurance taxes with respect to 
average wage. 

The tax elasticity with respect to the 
average wage, as shown in table 17, is ., 
substantially below the corresponding 
social security elasticity because the 
taxable earnings base is lower. In 1979, 
the elasticity mth respect to the i 
average wage was less than one-half j 
that of social security contributions. As , 
in the case of social security contribu
tions, the tax elasticity vnth respect to 
employment is assumed to be 1.0 and ', 
the overall tax elasticity is a weighted 
average of the two component elastici- \ 
ties. The weighted unemployment in- .̂  
surance tax elasticity ranges from 0.57 ; 
in 1964 to 0.81 in 1967 (table 18). , 

In the gross-up of unemployment | 
insurance taxes, as in the case of social 
security contributions, it is assumed 
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that the total dollar amount of the wage 
and salary gap falls into covered wages 
and salaries. 

Expenditure adjustments 

Earlier estimates of the high-employ
ment budget, both by the CEA and 

I others, have adjusted expenditures only 
' for the cyclical sensitivity of unem

ployment benefits. The new estimates 
expand the expenditure adjustment to 
cover six additional expenditure cate
gories. These adjustments are based 
largely on a review and synthesis of 
research done by others.'^ 

Unemployment benefits.—Since na
tionwide unemployment benefits were 
first provided as part of the Social 
Security Act of 1935, their cyclical 
sensitivity has increased for thi-ee 
reasons. (1) Employment covered by 
unemployment insurance has been ex
panded substantially, from 61.4 percent 
of total employment in 1955 to 92.0 
percent in 1978. (2) Weekly benefit pay
ments have increased relative to earn
ings, from 37 percent of weekly earnings 
in the private nonfarm sector in 1955 to 
41 percent in 1978. (3) The duration of 
benefits has increased considerably be
yond the 15 to 16 weeks originally 
provided in 1935. Currently, all States 
provide at least 26 weeks of "regular" 

[benefits. In addition, when State or 
I national unemployment is unusually 

high, extended benefits of up to 13 
^ additional weeks are automatically 

provided.^^ 
The expenditure adjustment for regu

l a r benefits is based on an equation that 
relates these benefits divided by an
nualized average weekly benefits per 
beneficiaiy to high-employment unem-

33. Research on individual programs has been done by the 
U.S. Department of Health, Education and Welfare, the 
U.S. Department of Agriculture, the Congressional Budget 
OlHce, the Urban Institute, and Mathematica. For a review 
and synthesis of this research, and also for a more detailed 
description of the expenditure adjustments presented in this 
article, see Darwin G. Johnson, "Sensitivity of Federal Ex
penditures to Unemployment," Office of Management and 
Budget technical staff paper (April 1980). This paper is 
available upon request to the author. 

34. A state can provide extended unemployment benefits 
' when the insured unemployment rate for the State during a 

13-week period equals or exceeds 4 percent and also equals or 
exceeds 120 percent of the average rate for the corresponding 
13-week period in the preceding 2 years. Extended benefits arc 
triggered for all States when the seasonally adjusted insured 
unemployment rate for the Nation averages -1.5 percent or 
more for the 13 most recent weeks. These extensions are 
considered an automatic response to economic fluctuations 
and are excluded from the high-employment budget. 

ployment and to the ratio of actual 
unemployment to high-employment un
employment. The equation, estimated 
in logarithmic form, is: 

(25) log UIB 
AWB 

= 13.334-0.614 log UK 
(59.6) (3.6) 

-f-1.442 log ( ^ ) -F0.922 log ( y ^ ) 
(13.9) ^ ^ ^ ^ ' (3.6) ^^^^' 

3J2=0.96; D-W ==2.1; Rho=0.86 

Period of fit= 1955:1-1979:4 
(i-statistics in parentheses). 

where 
-̂̂ •̂  =regular unemployment bene-

fits divided by annuahzed 
average weekly benefits per 
beneficiary; 

Z7iiL= high-employment unemploy
ment; 

( y \ =ratio of actual unemployment 
\UKJ, (jj) ^^ jjj^ ^^^^^ jj exceeds 

UK, 0 otherwise: 
ratio of U to UK when U is 

' less than UK, 0 otherwise. \UK) 

The high-employment level of regular 
benefits is the actual level of regular 
benefits plus the difference between the 
estimated high-employment and esti
mated actual levels of benefits. This 
relationship simplifies to: 

(26) UIBK= UIB [(-^y] 

where X is a parameter reflecting the 
relative earnings and program coverage 
for the cyclically unemployed. It is 
1.442 if U exceeds UK and 0.922 if U 
is less than UK. Values of X suggest 
that when the economy is operating 
above high-employment (?7is less than 
UIQ, unemplojrment is concentrated 
among low-earnings groups, and when 
the economy is operating at less than 
high-emplo3Tnent (U exceeds UK), 
unemployment includes also some high-
earnings groups with a high coverage 
ratio. 

The equation results suggest that a 
1-percentage point increase in the un
employment rate would increase regular 
unemployment benefits $2.4 billion at 
1979 program levels. 

Extended benefits that occur auto
matically, under provisions of the law 
described earlier, are excluded from 

high-employment expenditure estimates 
on the assumption that they would be 
zero if the economy stayed on a high-
employment path. Extended benefits 
that have resulted from temporary 
provisions of law, in response to 
cyclical developments in the economy, 
are included in the high-employment 
expenditures estimates.^^ 

Social security retirement benefits.— 
The old-age and survivors insurance 
program (OASI), enacted in 1935, 
now covers more than 90 percent of the 
labor force. In 1979, retirement benefits 
were $89.2 bflhon, or 17.5 percent of 
total Federal spending. Because of 
their large size, even a small degree of 
cyclical sensitivity can have sizable 
effects on Federal spending. 

Eesearch by the Social Security 
Administration and the Congressional 
Budget Office has found OASI benefits 
to be cyclically sensitive. Higher un
employment affects two groups of 
beneficiaries. First, it encourages 
workers 62-64 who become unemployed 
to take early retirement. Early re
tirement may come with a lag, however, 
because some workers first seek other 
employment while drawing unemploy
ment benefits. Because a high percent
age of eligible individuals in the 62-64 
age bracket are employed, a relatively 
large cychcal response occurs from this 
group. 

Second, persons age 65-71 who are 
unable to collect benefits because of 
the earnings limitation become bene
ficiaries during a recession, as earnings 
decline because of shorter work sched
ules or cease altogether because of 
unemployment.^^ 

a'). Thirteen weeks of extended benefits were legislated 
temporarily in 1958-59 and .again in 1961-62. In 1972-73, an 
additional 13 weeks of benefits were provided in States with 
an insured unemployment rate of 6.5 percent or more. In 
1974, Federal Supplemental Benefits (FSB) provided 
initially for an additional 13 weeks of benefits beyond the 39 
weeks available under "regular" and "extended" benefits. 
The Tax Reduction Act of 1975 subsequently increased the 
duration of FSB benefits to 26 weeks, thus providing for a 
total of 65 weeks of unemployment benefits in most Slates. 
In addition, 1974 legislation established the Supplemental 
Unemployment Assistance (SUA) program to provide up 
to 39 weeks of benefits for people who were not in industries 
covered by unemployment insurance but whoso work his
tories would otherwise have aualified them for benefits. Both 
FSB and SUA expired in 1978. 

30. The amount that can be earned after retirement without 
offsetting benefit reductions is limited. Under tho Social 
Security Amendments ot 1977, this limit increases annually 
through 1982, when it will bo $4,200 for persons under age 
05 and .*6,000 for persons aged ()5-<i9. For persons aged 70 or 
more, there will be no limitation. 
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The cyclical response from this group 
is relatively small, because over 90 
percent of the eligible population aged 
65 or more is currently receiving 
benefits, and because a high percentage 
of the rest is self-employed or is likely 
to have sufficient seniority to escape 
shortened work schedules and 
unemployment. 

A review of three studies indicates 
that a 1 percentage point increase in 
the unemplojnnent rate increases 
OASI benefits 0.19 percent in the first 
year and 0.35 percent in the second. At 
1979 program levels, the corresponding 
dollar amounts are $170 nulhon and 
$310 million. 

Social security disability benefits.— 
Social security disability insurance (DI) 
benefits, enacted in the Social Security 
Amendments of 1956, accounted for 
$13.5 billion of Federal expenditures in 
1979. Several studies in the last 5 years 
have found that DI benefits are cy
clically sensitive, because there is a 
large pool of employed but physically 
impaired persons who are potentially 
eligible for DI benefits and who may 
decide to obtain them if they are 
affected by a worsening of economic 
conditions.^^ 

Research by the Social Security Ad
ministration and the Congressional 
Budget Office found the cyclical sensi
tivity to be greater for DI than for 
OASI benefits, although the range of 
estimates was significantly wider for the 
former. Based on these results, the 
adjustments to high-employment ex
penditures assume that a 1 percentage 
point increase in the unemployment 
rate increases DI benefits 0.4 percent 
in the fu-st year and 1.6 percent in the 
second. At 1959 program levels, the 
corresponding dollar amounts are $55 
million and $215 million. 

Food stamps.—^A nationwide food 
stamp program was established in 1964 
to support food purchases by low-
income households. The Federal Gov
ernment sets benefit levels and the States 
specify eligibility standards. Legislative 
changes are a major cause of the rapid 
increase in food stamp expenditures, 
from less than $0.1 billion in 1966 to 
$6.3 bmion in 1979. 

37. Paul Van de Water, "Disability Insurance,'' American 
Economic Renew, vol. 09 (May 1979), pp. 275-78. 

Several studies—^both cross-sectional 
and time series—^by the U.S. Depart
ment of Agriculture and others have 
found food stamp expenditures to be 
sensitive to unemployment. This sensi
tivity is not surprising because house
holds must meet an income test, an 
asset test, and a work registration 
requirement to be eligible for food 
stamps. The results from the studies 
fall within a very narrow range, and 
indicate that a 1-percentage point 
increase in the unemployment rate in
creases the number of beneficiaries by 
between 7.6 percent and 9.2 percent, 
and that this increase generally is in the 
same quarter as the unemployment rate 
increase. 

Based on these results, a 1-percentage 
point increase in the unemployment 
rate increases food stamp expenditures 
7.7 percent in the first year and 8.2 
percent in the second. The correspond
ing dollar amounts, at 1979 program 
levels, are $485 million and $520 million. 

Aid to families with dependent chil
dren.—The aid to families -with depend
ent children (AFDC) program was 
one of several public assistance pro
grams begun under the Social Security 
Act of 1935 to provide cash benefits to 
low-income households. Initially, as
sistance was provided only to needy 
children, but in 1950, assistance was 
extended to the adult in the family 
responsible for the children, usually the 
mother. In 1961, States were given the 
option of providing assistance to un
employed fathers; 26 States currently 
do so. Benefit levels are determined by 
the States. 

Over one-half of the cost of the pro
gram is borne by the Federal Govern
ment. In 1979, AFDC benefits totaled 
$11.0 billion, of which $5.8 billion was 
borne by the Federal Government. 

Because States determine both the 
eligibility standards and the benefit 
levels, programs vary widely. Accord
ingly, the cyclical sensitivity of AFDC 
may vary significantly from State to 
State. All of the studies reviewed found 
that an increase in unemployment in
creases the AFDC caseload, as more 
households become eligible for benefits. 

Based on these studies, it is estimated 
that a 1-percentage point increase in 
the unemployment rate increases Fed

eral AFDC expenditures 1.65 percent 
in the first year and 3.3 percent in the 
second. The corresponding dollar 
amounts. at 1979 program levels are 
$95 million and $190 million. 

Medicaid.—Medicaid, which origi
nated in 1965, finances the medical care 
costs of low-income persons. I t is linked 
to the Federal public assistance pro
grams, in that all States that have a 
medicaid program (only Arizona does 
not) are required to provide medicaid 
assistance to AFDC and, generally. 
Supplemental Security Income recip
ients. A majority of States cover other 
low-income persons as well. 

Medicaid expenditures have increased 
rapidly, reflecting a large expansion in 
coverage and unusually large increases 
in the cost of health care. Federal ex
penditures, Avhich account for slightly 
over one-half of total expenditures for 
this program, increased from $1.5 bil
lion in 1967 to $12.9 billion in 1979. 

The number of persons eligible, the 
participation rate, and the average 
benefit paid, which refiects the amount 
and type of health care services pro
vided, are potential sources of cyclical 
sensitivity of medicaid expenditures. 
All of the studies reviewed, some based 
on national data and some on State 
data, found that the medicaid caseload 
was positively correlated vnth the un
employment rate. This correlation was 
limited, however, to the AFDC-related 
caseload, and the average benefits paid 
to the cyclically sensitive portion of the 
caseload was less than the average for 
aU recipients. 

Based on these results, it is estimated 
that a 1-percentage point increase in 
the unemployment rate increases Fed
eral medicaid expenditures 0.5 percent 
in the first year and 1.0 percent in the 
second. The corresponding doUar 
amounts at 1979 program levels are 
$65 million and $130 milhon. 

Veterans education benefits.—^About 
90 percent of the participants in 
veterans education programs (GI bill) 
pursue schooling and 10 percent pursue 
on-the-job training. 

An increase in the unemployment 
rate leads to stepped-up participation 
in the schooling programs, probably 
because unemployment, or a higher 
probability of future unemployment. 
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reduces the opportunity cost of ad
ditional time spent in school. In con
trast, participation in on-the-job train-

'• ing programs declines significantly when 
the unemployment rate rises: Although 
the demand for such training increases, 
the supply offered is reduced, as firms 
foresee difficulties in employing the 
trained workers.^^ 

A 1-percentage point increase in the 
unemployment rate is estimated to 
increase veterans education expendi
tures, on balance, 2.4 percent in the 
first year and 4.0 percent in the second. 
At 1979 program levels, the correspond
ing dollar amounts are $56 million in 
the first year and $95 million in the 
second. 

Other expenditures.—There is no evi
dence to suggest that Federal purchases 
of goods and services, almost one-half 
of which are for compensation of em
ployees, are cyclically sensitive. Most 
grants (other than for AFDC and 
medicaid), such as for highway con-

• struction, education, and water and 
sewer facilities, are generally believed 
to be cyclically insensitive. One grant 
program enacted in 1976—antireces
sion fiscal assistance—was linked 
directly to the unemployment rate. 

' However, because the program was 
temporary and represented a discretion
ary respo.nse to a cyclical downturn, 

Table 19.—Response of Cyclically Sens i t ive Expenditure Categories to One Percentage 
Po in t Increase in U n e m p l o y m e n t Rate 

j 38. See Edgar Allen Peden, "Estimating Federal Expend
itures for Veterans' GI Bill Training," Congressional Budg
et office technical staff paper, forthcoming. 

Quarter and year 
after increase in 

unemployment rate i 

Total 
expendi

ture 
adjust
ments 

Eegular 
unem

ployment 
benefits 

Old-age 
and 

survivors 
benefits 

Disability 
insurance 
benefits 

Food 
stamps 

Aid to 
families 

with 
dependent 
children 

Medicaid 
Veterans 
education 
benefits 

First quarter 
Second quarter.. 
Third quarter.. . 
Fourth quarter.. 

First year-

Fifth quarter 
Sixth quarter 
Seventh quarter. 
Eighth quarter. . 

Second year. 

First quarter 
Second quarter. 
Third quarter. . 
Fourth quarter. 

First year-

Fifth quarter 
Sixth quarter 
Seventh quarter,. 
Eighth quarter... 

Second year. ,.-_ 

2,870 
3,192 
3,417 
3,635 

3,280 

3,815 
3,815 
3,815 
3,815 

3,815 

Millions of dollars, at annual rates (based on 1979 program levels) 

2,355 
2,355 
2,355 
2,355 

2,355 

2,355 
2,355 
2,355 
2.355 

2,355 

45 
134 
215 
28S 

170 

310 
310 
310 
310 

310 

14 
09 

137 

55 

215 
215 
215 
215 

215 

389 
517 
517 
517 

48S 

520 
520 
520 
520 

520 

38 
76 

114 
152 

95 

190 
190 
190 
190 

190 

26 
52 
78 

104 

65 

130 
130 
130 
130 

130 

44 
69 
84 

55 

95 
95 
95 
95 

95 

Percent increase at annual rates 

2.06 
2.29 
2.45 
2.61 

2.35 

2.74 
2.74 
2.74 
2.74 

2.'M 

25.78 
25.78 
25.78 
25.78 

25.78 

25.78 
25.78 
25.78 
25.78 

25.78 

.05 

.15 

.24 

.32 

.19 

.35 

.35 

.35 

.35 

.35 

.10 

.50 
1.00 

.40 

1.60 
1.60 
1.60 
1.60 

1.60 

6.20 
8.20 
8.20 
8.20 

7.70 

8.20 
8.20 
8.20 
8.20 

8.20 

.66 
1.32 
1.98 
2.64 

1.65 

3.30 
3.30 
3.30 
3.30 

3.30 

.20 

.40 

.60 

.80 

.50 

1.00 
1.00 
1.00 
1.00 

1.00 

1.00 
2.00 
3.00 
3.60 

2.40 

4.00 
4.00 
4.00 
4.00 

4.00 

1. I t is assumed that the unemployment rate remains one percentage point higher over the period. 

expenditures under it are included in 
high-employment expenditures. Net 
interest expenditures were not found to 
be cyclically sensitive. In their effect on 
interest expenditures, cyclical changes 
in interest rates were about offset by 
cyclical changes in the volume of 
Federal debt. 

Quarterly estimates.—Quarterly esti
mates of the cyclical sensitivity of 

regular unemployment benefits are 
based on equation (25), described 
earlier. The estimates for other spend
ing categories are based on a review of 
annual sensitivity estimates from other 
studies. Because the high-employment 
budget is estimated quarterly, annual 
estimates were converted to quarterly 
estimates. Quarterly estimates are 
shown in table 19. 


